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(: New Thousands Every Day Are Demanding SILEX 
Feature it in your Promotion! 


we» * Silex is in ever-increasing 
a wherever perfect coffee is in demand 
.... and that means throughout the country! 
More and more dealers are discovering that 
their profits soar when they stock Silex. Feature 
Genuine Silex Glass Coffee Makers in your 
promotions, advertising and displays .... 
and watch those profits climb! 
THE SILEX CO. - Dept. PF-1 ~ Hartford, Conn. 

Creators of the Glass Coffee Maker Industry 
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On Your Conversion Jobs Use 


BARBER BURNERS 


For efficiency comparable to that of “original equipment” 

gas-fired furnaces or boilers, many gas companies standard- 

ize on Barber Conversion Burners. These burners assure 

a tailor-made fit to the size and shape of the combustion 

chamber. In their direct flame application (without inter- 

vening refractory or radiant elements) they achieve the 
simplest and hottest heat available in any burner. 

Exclusive, patented, unsurpassed Barber Jets secure, by the correct 
pre-mixture of gas and air, the high intensity (1900° temperature) air- 
activated flame, literally scrubbing firebox walls, which assures complete 
combustion plus straight-line focus of all heat where it is most resultful 
—on the actual heating surfaces. 

Remember that if your customer now has thermostat and draft con- 
trols, these can easily be used in connection with our quick-acting gas 
valve, thus saving on automatic controls. 


For top satisfaction on your conversion jobs—recommend and use 
Barber Burners! 


@ Made in a complete range of 
types and sizes for both round 
or oblong furnaces and boilers 
—all models easily and properly 
adjustable to grate sizes. Listed 
in A.G.A. Directory of Approved 
Appliances. Write for Catalog 
and Prices on Conversion Burn- 
ers, Appliance Burners and 
Regulators. 


Installed in Square Type 
Installed in Round Furnace Boiler. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


e BARBERSZS¢5 BURNERS e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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alvage your Frozen Fittings with 
this 14 power RRIFID 
Compound Leverage Wrench 


OU multiply the working strength of one man up 
ly to 14 times when you equip him with a power- 

ful FRIEZ301— Compound Leverage Wrench. 
bu give him the leverage power of 14 men heaving 
the pipe-lengthened handle of a regular pipe 
ench of equal jaw capacity. With this RIBEID 
handles pipe and fittings up to 8 inches—without 
lp. This superleverage salvages fittings that would 
erwise be lost in smashing them off. Simple to use 
put trunnion on pipe, jaws on fittings (or vice versa) 
d pump on or off. Handle is short enough to work 
sily in tight places. Four sizes—S2, $4, S6 and S8. 
bu boost efficiency and save payroll time and money 
adding this FRIEZE80B to your tool kits. Ask your 
pply House. The Ridge Tool Company, Elyria, Ohio. 





this Housing ever 
Breaks or Distorts we 
will replace it Free. 


RIBEID Wrench with unconditionally 
guaranteed housing eliminates all your 


wrench housing repair bills. Sizes 6" 
to 60". 
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Pages with the Editors 


gy HE war, we are told, is going to make a 
great many changes in our civilian way 
of life, not onty during the period of belliger- 
ency but after it as well. Some of these changes 
we have already seen in the automobile tire- 
and new car-rationing edicts. 


But that is just a start, according to ap- 
parently well-founded prophecies that half of 
our national income, half of our productive 
capacity, and half of our working population 
will be transferred from civilian lines to war 
production. The dislocations that will result 
from the transition from civilian activity to de- 
fense activity, and from the abrupt about-face 
reversal that must follow in the post bellum 
period are too serious to appreciate all at once. 


LIKE the fabled giant, Gargantua, who was 
so big that he could only go to sleep and wake 
up a little bit at a time, the realization of these 
problems is going to take more than one ses- 
sion of deep contemplation for most of us to 
grasp. But things are moving so fast in Wash- 
ington and in the active theaters of war that 
t..e accomplished facts are likely to catch up 
with us with brutal bluntness while the truth 
is still dawning upon us, so to speak. 


WILL M. MAUPIN 


Just who has the responsibility for worrying 
about where public ownership will lead? 


(See Pace 155) 
JAN. 29, 1942 


FRANK B, WARREN 


Storing an adequate utility depreciation re- 
Serve 1s as important as building up material 
stock piles. 


(SEE Pace 149) 


In future issues of the ForTNIGHTLY we 
shall attempt to interpret these war-time 
transitions and prospective post bellum de- 
velopments in terms of probable effect upon 
public utilities and the regulation of public 
utilities. How will they affect personnel policy, 
rate structures, classification of utility service, 
the public ownership movement, future utility 
business prospects? We hope to get around to 
all these things in seasonable time to throw 
a bit of light for the edification of our sub- 
scribers. 


¥ 


I N this issue, for example, we give you an 
article by our Washington correspondent, 
HeErBert Corey, entitled “Utility Chances in 
China.” With the Japs shooting, bombing, and 
burning about everything in China they can 
get their hands on, one would think offhand 
that the utility chances in China are not s0 
hot right now. But Mr. Corey is taking 4 
longer-range view. 


WHEN the war is over we all confidently 
look forward to the time when the insidious 





MANUFACTURER 





TOP OF PLATEN 2 
Vidi] // if U es 
mM re- WY RT, //'® 
terial WLLL LiLLEL LG y 
coon Z ——— aN 
Neat ie 
-_ re PS a 
NS 


HOLE FOR 











WS THERMOSTAT 

.Y we 

r-time 

» de. CHROMALOX 

upon STRIP HEATER Rina 
public 

policy, 

rvice, 


utility PUICK CHANGE TO 
ind to HECTRIC HEAT IN 
ne’ PMOLDING PRESS 


romalox electric strip heaters can be 
mped against platens, and controlled 
thermostat within temperature limits 
ser than any other form of heat per- 
s. Moving platens provide no heat- 
ou an problems, as flexible cable supplies 
ndent te gira ring units or cartridge 
»’ ls may also be used, depending upon 

ces in conditions. des 
x, and 
y caf 
fhand 


lot so 


idious 


MORE ELECTRIC HEAT 





THE UTILITY EXECUTIVE 


CHROMALOX 
ELECTRIC HEATING UNITS 


And he will be happier still when you show him how 
easy it is to hook in small individual electric heated 
boilers in process applications, or to supply heat 
direct with Chromalox units. Your nearby Wiegand 
representative will gladly help to work out the de- 
tails—and help you to build the kind of good-will 
among your industrial customers that every power 
company desires. Get set to aid these customers in 
their defense problems. Write for the Chromalox 
Book of Electric Heat. Call us in on specific heating 
problems. 


EDWIN L. WIEGAND COMPANY 
7500 Thomas Blvd. Pi tsburgh, Pa. 


aCHROMALOX 
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Japanese and all their works and pomps will 
be wiped, off the Asiatic continent. We all 
know that a new China has been born in the 
crucible of its present struggle against the 
invaders from Nippon. The demands of a 
common defense have eliminated much of the 
old-time interminable feuding between petty 
war lords, much of the ignorance, apathy, and 
downright free-lance brigandage which para- 
lyzed the vast nation of pre-war China. 


CHINA will be free not only from the curse 
of the invaders but from the shackles of local 
strife which heretofore have restrained China 
from realizing anything like the full strength 
of her commercial possibilities. That is the 
China Mr. Corey visualizes when he tells us 
about the utility chances there. American capi- 
tal, which has already done so much to bring 
to China what comparative y little modern 
utility service she ever possessed, is in an ex- 
cellent position to move in and do a job com- 
mensurate with the pioneering of utility estab- 
lishments in the United States around the turn 
of the century. It is not too early to think of 
these things. Indeed hope of future accomplish- 
ment is the spirit which must sustain us 
through the rigors of the war at hand. 


¥ 


Bh om the heading of “an ill wind which 
blows no one good” might be classified 
the discussion by ANDREW BARNES concerning 
the possibilities of accomplishing the long- 
delayed merger of the two national telegraph 
systems during the war emergency (beginning 
page 142). ANpREW BarNEs is an experienced 
Washington newspaper correspondent now as- 
signed to cover developments on Capitol Hill. 


¥ 


regulatory question 


NOTHER hackneyed 
A which has been given a fresh coat of 
paint by the war emergency is that hardy 


perennial—our old friend, the Depreciation 
Problem. It goes without saying that a good 
many utilities, and for that matter a good 
many other business organizations, are going 
to have to live somewhat on their own fat, 
so to speak, before we are through with this 
war effort. The need for the establishment 
and supervision of adequate depreciation re- 
serves has never been so pressing as it is right 
now. 


Frank B. WarrEN, principal attorney for 
the Federal Communications Commission, dis- 
cusses this war-time approach to the depre- 
ciation problem in the article beginning page 
149. Mr. WarREN, a new contributor to the 
ForTNIGHTLY, was born in Chippewa Falls, 
Wisconsin, in 1896. He is a graduate of the San 
Diego, California, business college (’14) and 
services with the armed, forces in 1917 inter- 
rupted his attendance at the engineering school 
of the University of Nevada. After World 
War I Mr. WarreEN joined the staff of the 
Nevada Public Service Commission where he 
served until 1931, during which period he 
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EDITORS (Continued) 


HERBERT COREY 


The Japs have given the Chinese a new out- 
look and a new appetite for modern service 


(See Pace 135) 


studied law and was admitted to the state bar 
of Nevada. From 1931 to 1933 he was em- 
ployed as a valuation attorney by the. Inter- 
state Commerce Commission; from 1933 to 
1937 he served as an attorney for the Recon- 
struction Finance Corporation. In 1937 he 
joined the staff of the F 


* 


AS a change from the war-flavored tempo, 
we also present, in this issue, a piece by 
our old, friend, and erstwhile chairman of the 
Nebraska State Railway Commission, Wit 
M. Maurrn. It is entitled “A Country Editor 
Awakens with a Start” (beginning page 155). 
Aside from this provocative title, which in- 
vites the cynical retort from the city slicker 
that “It can’t be done,” Mr. MAupPIn gives us 
a refreshing idea of what happens to a state 
regulatory commissioner who closes down his 
regulatory desk and fares forth once more 
into the marts of competitive enterprise. 


Mr. Maupin, who was born in Callaway 
county, Missouri, in 1865, entered the news- 
paper business at an early age. He became one 
of the most well-known figures in Nebraska 
journalism before he engaged in public service 
as a member of the Nebraska commission, 
from which he recently retired. For a number 
of years he served as editor of William Jen- 
nings Bryan’s Commoner. He is now editor 
of the Clay County Sun. 


THE next number of this magazine will be 
out February 12th. 


Ar Odliliris 
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Savin ¢g enough 


STEEL 


to put 9.2262 
Pursuit Planes 


ito the 
blue! 


GUARDSM 


“STEEL-SAVER” FILES 


HE SHARP STAB of war focuses the will and power 
fe America on one word: VICTORY! We'll all make 
sacrifices, cheerfully, enthusiastically. But, through the 
ingenuity of Remington Rand researchers and designers, 
you need not sacrifice the steel files’ efficiency. 





The GUARDSMAN — “Steel-Saver” File— is constructed 
of wood—3-ply and 5-ply. It looks like a steel file and 
for durability, ease of operation, attractiveness, in all 
essential features, it is the equal of best grade steel files, 
And it costs no more! 


The GUARDSMAN — “Steel-Saver” File — has been de- 
signed for addition to existing steel file batteries— four 
drawer heights, letter or legal size. Standard finish is 
olive green— baked on! Walnut or mahogany grainings 
are applied identically as on steel. The exteriors can’t 
chip or crack. Hardware and drawer-pulls are a new, 
beautiful metal-like, strong plastic. 


GUARDSMAN drawers operate on a new type of ball 
bearing extension slides. Less effort is required to open 
or close these drawers than on any other file! Locking 
devices, to prevent snooping, can be installed. 


Filing cabinets are essential to American VICTORY! You 
can’t operate without them! Here then is the ideal solu- 
tion to conserving steel and increasing the efficiency of 
our all-out war drive. 


Write today for a free, fully illustrated catalog, that de- 
scribes construction, design, operating advantages and 
clerical efficiencies of the new GUARDSMAN— “Steel- 
Saver” File. Remington Rand Inc., Buffalo, New York. 


REMINGTON RAND 


* The overwhelming, overnight popularity of the GUARDS- 
MAN—“‘Steel-Saver” File—bas caused the step-up, many 
fold, of our original production plans, releasing multi- 
millions of pounds of steel for defense industries! 


wb ] 110} ) 1s Onur 
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Chickasaw | 
CHOOSES | 





Vulcan provides clean heat transfer surfaces to 

the Combustion four-drum, bent-tube, 400,000 

Ib. per hr., pulverized coal-fired boiler which serves 

this new 40,000 kilowatt, 900 /b. per sq. in. 
Southern plant. 





























Chickasaw becomes another in the long list 
of plants depending on VULCAN Soot Blow- 
ers to assure highest heat transfer, real steam 
economy and freedom from frequent 
servicing. 


The advanced design, HyVuloy and Vulite 
intimate contact bearings, HyVuloy elements 
and VULCAN'S Model LG-! are guarantees of 
efficient, trouble-free operation in ANY plant. 


Remember that whatever the characteris- 
tics of your boiler and setting, fuel, or load, 
Vulcan engineers will be glad to solve any soot 
blower installation and operating problem 
involved. 


VULCAN SOOT BLOWER CORP., DUBOIS, PA. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 








—MONTAIGNE 





Epwarp H. WARREN 
Professor, Harvard University Law 
School. 


J. BueLtt SNYDER 
U. S. Representative from 
Pennsylvania. 


EpitoriAL STATEMENT 
Traffic World. 


Rosert A. TAFT 
U. S. Senator from Ohio. 


FRANKLIN D, ROOSEVELT 


EpirortAL STATEMENT 
National Municipal Review. 


WALTER LIPPMANN 
Columnist. 


Frank H. ApAMs 
President; Surface Combustion 
Corporation. 


RANDOLPH EIDE 
President, Ohio Bell Telephone 
Company. 
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“When the Axis started a mechanized war they walked 
right up the American alley.” 


“itis because we are a religious people that America 
stands today the world’s foremost democracy.” 


¥ 


“Upwards of a million man hours per day are being 
lost because of traffic congestion on the roads adjacent to 
defense plants in the United States.” 


¥ 


“As a matter of general principle, I believe there can 
be no doubt that criticism in time of war is essential to 
the maintenance of any kind of democratic government.” 


w 


“Progressive taxes are the backbone of the Federal tax 
system. In recent years much progress has been made in 
perfecting income, estate, gift, and profit taxation but 
numerous loopholes still exist.” 


¥ 


“There is a limit—or ought to be—to the propositions 
which are to be permitted to march in, line up, click their 
heels together, and yell, ‘Here, sir!’ when someone calls 
the roll of vital defense projects.” 


¥ 


“Let us... have the manliness to say that if we had not 
tolerated business as usual for the past eighteen months, 
there would be more equipment and the hard choices 
would not have been so hard.” 


¥ 


“T could not enumerate all of the places that industrial 
gas is at work in the defense program. Perhaps the best 
way to cover that is in the six words you know very 
well—‘Wherever heat is used in industry.’ ” 


¥ 


“The demand for new facilities is becoming so great 
that, in spite of everything we can do, we may have to 
place restrictions on some types of telephone service and 
perhaps declare an embargo on some others.” 
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WILLIAM CLARK 


Judge, United States Circuit Court. 


EpirortiAL STATEMENT 
Californian. 


Lewis B. HERSHEY 
Director, Selective Service System. 


CuHarces L, GirrorD 
U. S. Representative from 
Massachusetts. 


Wa cter D, FULLER 
Former president National Associa- 
tion of Manufacturers. 


Harotp L. Ickes 
Secretary of the Interior. 


Gitt Ross WILSON 
President, National Aeronautics 
Association. 
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“There is room for dispute as to the merits of com- 
pulsory arbitration in peace time, but there is no doubt 
that to permit quarrels between capital and labor to inter- 
fere with production at this time is a menace to the fu- 
ture of democracy.” 


¥ 


“The radio, telephone, and cable, long-distance air fly- 
ing, and speedy liners have linked the entire earth in 
ways far beyond the dreams of our not too remote pred- 
ecessors. But overcoming time and space is not to admit 
that men have become closer in human ties.” 


¥ 


“The selective service system will expect a gradual 
but constant substitution of women for men who are 
fit to fight. Some have been rejected for military service 
because of minor physical disabilities. These registrants 
represent a resource that cannot be overlooked.” 


v 


“Profligate spending brought us almost to the brink 
of the ruination of our credit before this present war be- 
gan. Defense enthusiasm came to our rescue. Yet social 
security is still almost uppermost in mind. The theory 
seemingly has been ‘bring everybody down to the same 
level. Take away from those who have, and give it to 
those who have not.’” 

sd 


“Industry sees one control after another being estab- 
lished over our industrial system in the name of defense, 
with no assurance whatsoever that these controls will be 
temporary. ... Industry sees for the first time in the Re- 
public’s history, the individual’s right to work made sub- 
ject to the arbitrary whims of private organizations, all 
with the implied sanctions of government itself.” 


v 


“The people of the United States are depending upon 
the Federal government to reimburse, out of the income 
from this [Bonneville] project, the Federal treasury for 
the monies spent out here. If and when this is done, then 
you will be in a position to come to your national capital 
and ask that the Federal government divest itself of 
control over the property that, over the years, you have 
paid for.” 


sd 


“After we win the war—and we will win—the decade 
following will witness the greatest swarming of human- 
ity across the face of the earth that history has ever re- 
corded. Upon the first opportunity, millions will flee from 
the burdens of civilization, bureaucrats, and dictators. ... 
Without the hardships of the early pioneers, the settler 
of tomorrow can take with him prefabricated houses, 
tools, and machinery. His market places will be his air- 
ports and the small aircraft will be his private means of 
travel.” 
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' METAL ENCLOSED BUS 


R&IE bus provides individual housings 
for each conductor with air space be- 
tween-thus preventing interphase shorts 
and limiting any trouble to ground faults. 
The air space also promotes cooling. 


R&IE bus provides ample strength to 
resist short circuit stresses. These 
stresses are taken by the mounting 
frames in which the insulators are sub- 
jected to compression loading only. 


R&IE bus covers are housings only and 


not strength members. These housings 
can be gasketed to keep out dirt and 
moisture. 


R&IE bus can be mounted on floor, wall, 
or ceiling and is readily fitted to a struct- 
ural steel mounting. 


R&IE bus can be installed, aligned, 
adjusted and tested, and then the hous- 
ings put on. Conversely the housings 
can be taken off for inspection by re- 
moving a minimum number of bolts. 


R&IE bus can compete in price and in 
low cost of erection with any other type 
of bus structure and also give the above 
distinct advantages. 


RAILWAY ano INDUSTRIAL ENGINEERING CO. 
GREENSBURG, PA. . . In Canada, Eastern Power Devices, Lid., Toronto 
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Stand-by and peak-load service and, in addition, one-boiler. 
per-turbine operation places requirements beyond the ordi- 
nary upon steam boilers. Such are the conditions being met 
by two B&W Radiant Boilers of 900,000 Ib. per hour capac- 
ity each in Oswego Steam Station, the new and outstanding 
station of the Niagara-Hudson Power System. 


\ The station is designed to provide maximum flexibility 
In operation — to carry maximum load during low flow 
at the system's hydroplants, minimum load of 4000 kw per 
=turbine on stand-by, and rapidly varying load between 
these extremes. 
The reliability of the boilers in this service is well estab- 
lished base loads are handled efficiently, and sudden and 
‘=, abnormal steam demands are met satisfactorily. 

A feature that contributes prominently to the successful 
performance of the boilers is the arrangement of the heat- 
ing surface and proportioning of the furnace for maximum 
absorption of radiant heat and minimum slagging. 


Forty-four other Radiant Boilers are in service or on order. 
ee: 


THE\BABCOCK & WILCOX COMPANY 
85 Liberty Street New York, N. Y. 


G-216T 
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B&W Radiant Boiler as installed at Oswego. 
Capacity 900,000 Ib. steam per hr. at 1250 psi and 900 F. 
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T BABCOCK & WILCOX : 
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FOR UNDERGROUND PIPE LINE 





HEAVY, GALVANIZED SHEET METAL ee 


HIGH-MELTING-POINT ASPHALT 
A FULL INCH THICK ee 
CANVAS JACKETED 


85% MAGNESIA 
INSULATION 


\ 
\ 


PIPE AS 
SPECIFIED 


The high insulating efficiency of 85% Magnesia with the 
inch-thick protecting layer of Asphalt ensures for Ehret’s 
Durant Insulated Pipe a long and trouble-free life of service. 
Added to this inherent value are 10 points of advantage 
that make Ehret’s D.1.P. outstanding for underground service. 


1 Insulation protection is absolutely § No rollers or pipe supports re- 
dependable. quired. 


2 Permanently waterproof. 7 Tile or masonry protection not 
No sub-drains required. Complete required. 
water submersion does no harm. 8 


Cc i d electrolysi im- 
4 Seated. ee aoe 9 No breakage or waste of material 


5, In multiple lines, individual Durant ee 
pipes can be added, removed or 10 Field costs are much lower than 
replaced without disturbing those of tile, tunnel and similar 
others. systems. 


. Minimum trenching and field work. 


Send for the Ehret D.1.P. Booklet. It gives complete information on 
this modern system for underground insulated piping. 


EHRET MAGNESIA MANUFACTURING COMPANY 


VALLEY FORGE + PENNSYLVANIA 


DISTRIBUTORS IN ALL PRINCIPAL CITIE RE 
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IOOSIER ENGINEERING COMPA 


ICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
Canadian Hoosier Eotoening Company, Ltd. 
on) 
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150,000 HP Francis Turbine 


for Grand Coulee Project 


(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 






Newport News Shipbuilding and Dry Dock Company 


(Hydraulic Turbine Division) 
Newport News, Virginia 
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BAYER SOOT CLEANERS 


APPLIED TO 


MODERN PUBLIC UTILITY BOILER 
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605,000 LBS./HR BOILER PULV. COAL FIRED 
1350 LBS. PRESSURE 950°F. STEAM TEMPERATURE 


THE BAYER COMPANY 


ST. LOUIS, MISSOURI 
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SETS AN 
puRABILI 


The Kinnear Steel RoL-TOP gives you all the advantages 


of a modern, upward-acting, sectional s durable, 


all-steel construction—extra value in d it ne 
hard, daily service. Its rugged, galvanized steel sections F 
provide lasting resistance to rust and the elements. They 8 uct 
offer extra protection against fire, intrusion, weather, wear : trafh 
and accidental damage. And because this is a KINNEAR 
Door, you can be sure that maximum durability has been At 
built into every detail of its space saving upward-acting Tran 
jesign! ; mi 
The Kinnear Steel RoL-TOP is built in any size, with eitha § 
motor or manual operation, and with any dang 
desired number of light sections. They are § : ance 
easy to install, in old or new buildings. Lite 
Write today for complete information. The ow; 
Kinnear Mfg. Company, 2060-80 Fields bore 
Ave., Columbus, Ohio. E 
Offices and Agents In all Principal Cities : ’ 
Factories: San Francisco, Calif., Columbus, 


NG WAYS IN DOORWAYS 


ses = 
g 
g ) 





se anonnem wi 


cts YOU Can Use to Cut Distrib 


ution Costs 


wags ask 


NO CONCRETE CASING is needed 
when you install J-M Transite 
Conduit. It does not warp...holds 
its strength and true form under 
heavy earth loads and traffic 


MADE OF ASBESTOS AND CEMENT, 
OU save all the expense of “concreting-in” when rere eone et onal resletance 
you use Johns-Manville Transite Conduit. So strong —_*? #!! forms of corrosion. 
it needs no protective casing of any kind, this durable 
duct holds its true form under sustained earth loads and 


trafic pressure. Warping is practically eliminated. 


And you spend less money on maintenance, for 
Transite is an asbestos-cement product . . . completely 
non-metallic and inorganic. It can’t burn, rot or cause 
dangerous fumes or gases. It offers exceptional resist- 
ance to weather and corrosion. Yet installed costs are 
low, for Transite’s long lengths, light weight and smooth 


bore make work fast and economical. TRANSITE DUCTS are light in 
' ‘ weight, easy to assemble. Their 
For complete details, write for brochure DS-410. smooth bore stays smooth in serv- 
ice... permits easy, rapid cable 


Johns-Manville, 22 East 40th Street, New York, N. Y. _ putts at any time. 


FOR 4%] Johns-Manville 


fie TRANSITE DUCTS 


KY ER vi CE, TRANSITE CONDUIT... For TRANSITE KORDUCT... For instal- 
useunderground without _lationinconcrete. Thinner walled, 

5 P & Cc / F A os a concrete envelope and _lower priced, but otherwise idene 

a es for exposed locations. tical with Transite Conduit. - 
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Faith in tHE Future -——~\ 


OF MODERN METERING 









Faith in the 
operation of the electric utility 
watthour meter manufacturers, 







sign and development of the 
meter well ahead of meteri 
Thanks to this faith and coop 
meters built today are fully cap 
load conditions for some time 

normal times are once more 1 
are sure to be, watthour mete: 
their important part in system 






















SANGAMO ELECTRIC COMPANY 


SPR AAG TE see: 








Now ... the complete, one-volume key to 






































INSULATION Lit 
“RB, 
< 
e . J 
—kinds, applications, testing, theory “RB 
tre! 
fas 
Here is a new and helpful guide for all concerned with the design and use act 
of electrical apparatus—a book that covers all aspects of its insulation— ; 
concisely reviews the theory—describes and compares the materials—and vic 
gives complete details of the insulation problems present in all types of E 
electrical apparatus and how they are solved. a 
abt 
INSULATION OF ELECTRICAL APPARATUS § ma 
By Douglas F. Miner str 
George Westinghouse Professor of Engineering age 
18 chapters cover: Carnegie Institute of Technology tai 
{. Dielectric Phenomena 4 .00 “ 
2. Theories of Dielectric Behavior 60 pages, 6 x 9, 306 illustrations, $5 C 
= ——— Sehavier This book bridges the gap between the more theoretical treatments of dielectrie 
5. Industrial Motors and Generators phenomena and the needs of engineers and designers for data on present-day insulation At 
6. Large Rotating Machines practices, 
4 onl i. n From it the reader can get everything necessary to an intelligent approach to insula- 
9. Cireuit- pone ey Teldices tion problems—a correlation of the theoretical and the practical—plus many facts and 
10. Cireuit- -breaker Seactrestions data to help in design or selection of electrical apparatus. 
i. Tr line The section on applications is presented in great detail—covers many specific type T 
> pacer Arresters of apparatus, breaking each one down to show every insulation requirement and best 
14. Heating Appliances practices in handling it. 
is. tome 5g LS ubes 4 Send check, money order or cash to 201 
¥ ers, In ements, 
, pe tae PUBLIC UTILITIES FORTNIGHTLY, MUNSEY BLDG., WASH., D. C. 
18. High-voltage “Testing Equipment , ee a 
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To Your Trenching Requirements— 


THE CLEVELAND “BABY DIGGER” 


MODEL “95” 
Equally Efficient for Long Line Trench or City Distribution 










Literally thousands of miles of completed work have proven the correctness of the 
“Baby Digger” design. The forerunner of all full-crawler trench excavators, the 
“Baby Digger” stands supreme as a compact, light weight, easily transported 
trencher. With it you have the best chance to machine dig your work. Compact, 

fast, flexible, powerful and with all dead weight eliminated, the “Baby Digger” ex- 
— actly meets conditions, whether it’s a cross-country transmission line or a short ser- 


sani vice extension in the city. 
ypes of 



















Easy to operate and transport and with the built-in qualifications to resist wear and 
abuse, the “Baby Digger” represents the utmost in economy and efficiency and assures 
"US maximum machine usage. Only the “Baby Digger” gives you such power, speed and 
strength and such a wide digging range in such a small pack- 
age. Write today for complete de- 
tails on this modern most usable 
“Cleveland.” 





lelectric 
sulation A big time-saving "'Cleveland'' feature — Truck 


: speed transportation on special trailers. 
insula- 
ets and 


<<] THE CLEVELAND TRENCHER CO. 


‘Pioneer of the Small Trencher" 


SUROO OU i es ee ae a ee ee RS a ee ee we Cleveland, Ohio 
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installed on transmission towers 
of radio station WADC, at Akron, 
Ohio, provides the means for studying 
effects on large steel towers. Westing- 
house is continually developing and 
testing lightning protective apparatus 
to give central stations the most de- 
pendable equipment possible. The new 
Westinghouse LV arrester, which suc- 
cessfully withstands strokes of both 
long and short duration, is an example. 
This new arrester has made possible 
high continuity of service enabling 


mena 9 investigation equipment 


power companies to cut maintenance 
costs while giving better service. 


WESTINGHOUSE ELECTRIC & MANUFACTURING 


ELECTRICAL PARTNER OF THE 


CENTRAL 


STATION 


Paraty 9, 


INDUSTRY 


~~ 


“~ 


COMPANY, EAST PITTSBURGH, PA. 


» =, 0 


Westinghouse 4 


ge 
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show where you 


can ‘can SAVE: 7 


You wouldn’t deliberately throw 700 
sheets of carbon paper into the waste basket, 
would youP Yet, that’s exactly what you do 
when you write 175 sets of average five-part 
forms interleaved with one-time carbons! That’s 
unnecessary waste because the same number of 
forms could be written with only 4 sheets of 
carbon if you equip your typewriters with Egry 


But more than that—the Speed-Feed makes 
all the time of the operator productive and 
steps up the daily output of typed forms 
30% and more! Don’t lose any time in- 
Vestigating the many advantages of the Egry/ 
Speed-Feed. Consult classified telephone 
directory for name of local Egry sales agent 
or write Dayton. Demonstrations ar- 

ranged without cost or obligation. 


Literature on request. Address Dept. 
F-129, 


The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL fon & we 22 
The Egry Register Co. (Canada) Ltd., King and Dufferin Streets, Toronto, Ontarie, Canade 
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SPECIAL ANNOUNCEMENT: 
-- P.U.R. Now Gives You F.U.R.A. -- 


FEDERAL UTILITY REGULATION ANNOTATED (SEC) 





The Public Utility Holding 
Company Act of 1935 
as administered by the 


Securities and Exchange Commission 


1935 to 1941, Inclusive 


A Section by Section Treatment 
of the Act, with 


(1) Effective SEC Rules 


(2) Annotations of Commission 
and Court decisions 


(3) Supplemental notes 


OTHER FEATURES: Historical introduction, * 
personnel of the Commission since organiza- 
tion (1934-1941), complete alphabetical list of 
subsidiaries of holding company systems, rules 
of practice, comprehensive subject index, an- 
nual pocket supplements. Price, $12.00; in com- 
bination with Public Utilities Reports, $10.00. 


AND TO KEEP YOU UP TO DATE: 
F.U.R. A. - CURRENT SERVICE = S.E.C. 


A continuing record issued at frequent intervals. 
First issue, January 15, 1942. 


Summaries and analyses of commission and court decisions 
Special studies of financial aspects, policies and practices 
Comments upon observable regulatory trends and tendencies 
References to and excerpts from addresses by members and staff 
Brief reviews of pertinent articles in periodical literature 

Notes on legislative proposals and congressional debates 

Guides to collateral material of interpretative or suggestive value 
All dependable information clarifying or expounding the Commis- 
sion's work 








Furnished in pamphlet form with binder—Annual subscription, $100.00 





PUBLIC UTILITIES REPORTS, INC. 


1038 MUNSEY BUILDING 
WASHINGTON, D. C. 
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Check your own routines. You'll see that 
they are largely a hand-made, repetitive 
job. And today that job is complicated 
and slowed up by two conditions—trained 
help becomes scarcer, and the need for 
quick, accurate figures is even more 
pressing. 

What’s the answer? Thousands say, “DITTO’S 
MISTAKE-PROOF, INSTANT-ACTION 
METHODS!” 

With Ditto in charge of your operating statements, 
payroll, and reporting routines; NOTHING EVER 
IS RE-WRITTEN. You write it— ONCE—and that’s 
the end of it. 

Human and machine errors are impossible. The 
wanted data is complete. The routines go through, as 
arule, in ha/f the time...and that’s the answer to today’s 


needs!...Get the answer! Mail the coupon 
now —while you’re thinking about it. 


DITTO, Inc. 
Send coupon for fasci- 651 S. Oakley Blvd., Chicago 


nating booklets, ‘‘The wi toatl , 
New Trend in Account- Gentlemen: Without obligation please send me: 
ing,” and “Copies, Their ( ) Data on Ditto Utilities Methods 

Place in Business’’—a ) Arrange a Ditto demonstration for me 
profitable move for any 

executive! 


Company 


oS  ememnename os 
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The cook can’t forget to set the Robertsltas 
heat control. She must set it in order to turn 


on the fuel! One single motion does both jobs. 


Another single motion turns the fuel off and 


returns the setting to zero. It couldn’t be sim- 


pler—or surer! 
FOR GAS AND ELECTRIC RANGES 


ROBERTSHA 


ROBERTSHAW THERMOSTAT COMPA! 
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NATIONAL DEFENSE NEEDS MORE 
THAN “ELBOW GREASE!” 


Industrial lubrication, as exempli- 
fied by the role of Cities Service, 
plays a vital part 


Lifeblood of the factory line is the precious 
oil that keeps the wheels of industry turning 
. .. Spinning ever faster and faster as tanks, 
ships, planes and trucks spring from blue- 
prints into cold steel. 


In many phases of national defense, Cities 
Service’s industrial oils have been called 


upon to help deliver maximum efficiency of 
operation. 


We are honored by our selection, feeling 
that it indicates more plainly than words 
that we are qualified to meet the lubrication 
problems of industry. The vast experience 
of our Lubrication Engineers is available 
for consultation without cost. All you have 
to do is get in touch with us at any of the 
offices listed below. 


CITIES SERVICE OIL COMPANIES 


CITIES SERVICE OIL COMPANY —Chicago, New York, Ceder Rapids, 
Boston, St. Paul, Grand Forks, Kansas City, Fort Worth, Oklehoma City, Milwaukee, 


Cleveland, Detroit. 


CITIES SERVICE OIL COMPANY, LTD. -Torosto, Ontarie. 


ARKANSAS FUEL OIL COMPANY-—Shreveport, Little Rock, Jeckeon, 
Miss., Birmingham, Atlanta, Charlotte, N. C., Nashville, Richmond, Miami. 
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TURBINES WITH A REPUTATION 


For sturdy service whether i tough or easy- These 
Elliott auxiliary drive units heir case in many 
hundreds of installations — have earned the respect and favor 
of power plant men everywhere. Available for any power need, 
pressure, temperature condition. Geared units for low-speed drives. 






Descriptive bulletins on request 


ELLIOTT COMPANY (iq 


Steam Turbine Dept., JEANNETTE, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 


TURBIN 
ES FOR DEPENDABLE DRIVES 
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{ Illinois Society of Engineers opens meeting, East St. Louis, Ill., 1942. 
{ Minnesota Telephone Association ends convention, Minneapolis, "Minn., 1942. 





{ American Institute of Electrical Engineers concludes winter convention, New York, 








4 National Electrical iene Association will hold midwinter meeting, Chicago, 
Ill., Feb. 16-20, 1942. 





e FEBRUARY e 





me ye 


q Eastern Natural Gas Sales Managers’ Round-table session will be held, Pitts- © 
burgh, Pa., Feb. 17, 18, 1942. © 





4 EEI Electrical Equipment Committee opens meeting, Pittsburgh, Pa., 1942. 





q Mid-West Regional Gas Sales Conference will be held, Chicago, Ill., Feb. 23, 24, 1942. 
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q American ——- for Testing Materials will hold spring meeting, Cleveland, Ohio, 
Mar. 2-6, 1942. 





4 AGA Conference on Industrial Gas Sales and AGA Hotel, Restaurant, and Commer- 
cial Sales Conference will be held, Pittsburgh, Pa., Mar. 12, 13, 





4 Texas Telephone Association will hold convention, Dallas, Tex., Mar. 18-20, 1942. 





q i, a Gas Association will hold business conference, Boston, Mass., Mar. 
EF, 





4 Oklahoma Utilities Association will hold convention, Oklahoma City, Okla., 
Mar. 23, 24, 1942. 





4 EEI Transmission and Distritution Committee meets, Cleveland, Ohio, 1942. 
§] Southern Gas Association opens session, Atlanta, Ga., 1942. 





{ American Society of Mechanical Engineers will hold spring meeting, Houston, T: 
Mar, 23-25, 1942 











q Petroleum Industry Electrical Association will hold convention, Shreveport, La 
22-24, 1942. 
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| Utility Chances in China 


Chinese progress stepped up to new speed by the 

war and when the war is over there will be, among 

other things, a great need for electrical equip- 

ment and technicians. ‘Make a note of it,” says 
the author. 


By HERBERT COREY 


r. Yin said that when the war 

M is over there will be a great 
opportunity for utility men to 

prosper in China. The country, he 
said, would be all set to go. The war, 
he said, is a great nuisance and it may 
take the Chinese people quite a time to 
wear down the Japanese offensive, for 
the Japanese are a vigorous and push- 
ing people. In the meantime he wished 
to note that the war has been of col- 
lateral benefit to the Chinese. They 
had been modernizing themselves 
slowly, he said. They had not been re- 
sisting progress, but they had em- 
braced it without enormous enthusi- 
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asm, so far as the mass of the people 
are concerned. 

Then the war came along and 
stepped Chinese progress up to a new 
speed. 

Therefore there will be enormous 
chances for live men to furnish electric 
light and power to 400,000,000 people 
when the temporary impediment of the 
current war has been removed. 

We'll make a note of it. Mr. K. Y. 


,\in is the director of the Foreign 


Trade Office of the National Resources 
Commission of the Chinese govern- 
ment, New York branch, which has a 
connection with the Bank of China at 


JAN. 29, 1942 
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40 Wall Street. Mr. Yin, is a slender, 
youngish, pleasant man with cold, nar- 
row, damp hands. He speaks excellent 
American, is distinctly likable, was 
dressed in a well-cut gray suit, and sat 
in a large, bare office, clean as a polished 
pin, in which display tables and filing 
cases are arranged. He was com- 
municative and well informed. He oc- 
cupies a quasi political position. 

“T do not think it advisable to quote 
me,” he said. 

“T do not want to quote you,” I 
said. “I might have occasion to say 
something on my own which would 
not fit into an interview. We will just 
talk.” 


- heer Currie supported Mr. 
Yin’s statements as to the 
Chinese future. Mr. Currie is a hard- 
boiled little rock of a man with a de- 
ceptively easy-going and mellifluous 
exterior. It is hereby admitted that the 
similes in that sentence are hopelessly 
scrambled. Rocks are not hard boiled 
or easy-going and their exteriors are 
not mellifluous. The words merely oc- 
curred to me as expressing something. 
Mr. Currie is one of the seven anony- 
mous secretaries of President Roose- 
velt who have offices in the fine old 
State Department building which used 
to be known as State, War, and Navy. 
It is to be hoped that no improver will 
come along and stick Tennessee lime- 
stone all over its front to make it cor- 
respond with the rest of the standard- 
ized warehouses the government has 
been building in Washington. The 
President sent Mr. Currie to China to 
look-see into the country’s present and 
future. 

“There will be great opportunities 
there,” said Mr. Currie. “There will 
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be an international scramble for them, 
of course, and the going will be hard.” 

Mr. Currie did not use these words: 

“We can get our share if we have 
any sense...” 

But they accurately express his 
meaning. For reasons of convenience 
the statements of Messrs. Currie and 
Yin will be dovetailed with informa- 
tion gathered elsewhere about the 
utility and other prospects in China. 
The experts agree on every main point. 
These are in sum that China will 
eventually win the war. The date of 
winning does not worry China so much 
as one would think. Not nearly so much 
as it worries Japan. China is a poten- 
tially rich country, in spite of the ex- 
treme poverty of the 400,000,000 mass. 
It knows what it will want after the 
war ; it will be able to pay, and will buy 
in the best market. One of the things 
the United States can furnish is the 
best utility methods and machinery. No 
other country can touch us in this. 


S UPPOSE we come home for an illus- 

tration of the mud-footed pace 
of modernization all over the world. 
The man who pulled the Six Companies 
together to build Boulder dam and 
many of the other concrete incredibili- 
ties in the West first attracted attention 
in the contracting world by a compara- 
tively simple attack of lunacy. He 
equipped his wheelbarrows with fat 
pneumatic tires. The other contractors 
laughed and laughed—until finally they 
began to suffer from hiccoughs. Then 
they bulled the market on pneumatic 
tires to put on their own wheelbarrows. 
Ever since the first wheel had been 
made to turn on a spindle, wheelbar- 
rows had had hard tires until this one 
man did something new. 
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UTILITY CHANCES IN CHINA 


“The most terrible thing I saw in 
China,” said Lauchlin Currie (I am 
breaking down about Mr. Currie; I 
shall quote him just this once), “was 
the teams of coolies hauling flatboats 
up the Yangtze river by sheer weight. 
Long strings of them, ropes over 
shoulders, pulled almost parallel with 
the ground. I couldn’t help but think 
what a chance this would be for Ameri- 
can power.” 

The Yangtze current is fast enough 
to turn turbines to manufacture all the 
power needed to haul all the boats in 
China. There was a time, no doubt, 
when the Chinese were overconserva- 
tive. They objected to foreigners tear- 
ing open their age-old cemeteries, just 
as the folks in the Tennessee valley did 
when the TVA’s period of oratorical 
fumes ended and the digging began. 
The war is putting an end to that 
Chinese slowness. When the Burma 
Road first began operations thousands 
of coolies trotted along it with packs on 
their backs for the war lords fighting 
the Japanese. There was not room 
enough on the Road for all the coolies 
needed to carry supplies. The Chinese 
widened it and metalled it and put 
trucks on it and the supplies began to 
get through on time. That was one 
lesson in modernization. An American 
named John Earl Baker gave the sec- 
ond lesson. Traffic had been held up 
on the Burma Road through the an- 
cient and honorable practice of 


“squeeze.” That is a mild form of 
blackmail. Too mild, in fact, to appeal 
to a go-getting racketeer in the United 
States. If you want something very 
badly in China the squeeze is put on. 
You do not pay much at any one time, 
but you may pay often. No squeeze, 
no action. 


OHN Ear! Baker has lived in China, 
handled relief jobs, has been an ad- 
viser to important Chinese, is respected 
and liked and known by thousands, and 
knows the Chinese as well as an Occi- 
dental can. He took hold of the Burma 
Road and it began to function. “No 
squeeze,” said John Earl Baker. “No 
savvy squeeze. That’s out. The coolie 
who does not work on this job does not 
eat on it either.”” So the trucks began 
to go through. Coolies popped out of 
holes in the hills as soon as the smoke 
of a bomb had curled into the air and 
began to patch the road. The second 
lesson had been well learned. All China 
learned through its gossiper telegraph 
that trucks on a good road can handle 
more freight, etc., etc. 

All this is a build-up for the utility 
prospects. 

There is fuel in China. A great deal 
of coal, some oil, and an abundance of 
water power. The Chinese are natural- 
born mechanics. For lack of any better 
way of employing their hands, genera- 
tions of them have carved out myriads 
of little boxes which house littler boxes 


China. Guns, rifles, bayonets, shells, land mines—every sort 


q “THE war brought machine tools and machine shops to 


of belligerent whatnot ts being turned out now, along with 
every other mechanical thing which can be useful during 
the war. The Chinese are born with fine, supple hands and 
accurate eyes and a wonderful capacity for taking pains.” 
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indefinitely, or small ivory balls which 
fit into other small ivory balls. Very 
interesting, to be sure, but of no good 
to anyone except to some sucker tourist 
who might come along. There was no 
market for anything else. The war 
brought machine tools and machine 
shops to China. Guns, rifles, bayonets, 
shells, land mines—every sort of bel- 
ligerent whatnot is being turned out 
now, along with every other mechanical 
thing which can be useful during the 
war. The Chinese are born with fine, 
supple hands and accurate eyes and a 
wonderful capacity for taking pains. 
Ask anyone who knows them. Nelson 
T. Johnson, for instance, who spent 
twenty years of his life in China as 
American minister. Give them tools 


and a market and they will go places. 


HIS is where this article really 
starts. 

The 400,000,000 are reasonably cer- 
tain to turn mechanical when the war 
is over. Not all of them, of course. 
You know what I mean. But here is a 
great nation, alive with tool-handling 
qualities, with an abundance of water 
power under their hands, plenty of raw 
materials of various kinds, and becom- 
ing suddenly aware that coolie backs 
are not the best form of transportation 
and that there is a market inthe East for 
almost any kind of mechanical gadget 
that can be imagined. The Chinese 
have all the advantages of cheap labor 
the Japanese have, plus the enormously 
important fact that they are a pacific 
people. They are not apt to go all 
goosey about the control of the seas, 
and hence they will need no navy. It is 
not likely that any other people will try 
licking them on their home grounds in 
a hurry, in view of the ability they have 
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manifested to absorb punishment, 
Ernest Hemingway says that the com- 
bat troops of the Chinese army are now 
well armed and in fighting quality are 
as good as any man’s army. The 
Chinese will be free of at least a part of 
the taxation for military purposes other 
nations will carry. The administration 
is being modernized, too, thanks to the 
young Chinese who studied in the 
United States, and saw our faults and 
dishonesties and indifferences as well 
as our progress and our machines. 


AX the Chinese will need when the 
war is over will be money. With 
money they can buy machines, to he 
run by electric power, to be generated 
by their swift rivers. They will be 
forced to build trucks—the Burma 
Road has shown them what trucks can 
do—and roads to run them on. They 
will abandon oil lamps for electricity 
where they can. If the reader is in- 
clined to doubt he may study these fig- 
ures with profit. Mr. K. Y. Yin fur- 
nished them. The power plants in 
Free China have increased 86.8 per 
cent in output during the war. There 
are already 159 power plants operating 
in Free China with a combined capacity 
of 61,327 kilowatts. These are to be 
increased still further by the addition 
of engines capable of producing 10,000 
kilowatts which have been removed 
from the war area—and that was a 
miracle—and will be further increased 
by engines for the production of an- 
other 15,000 kilowatts which are now 
en route. The report quoted by Mr. 
Yin gives the location of the plants 
referred to, all of which are being run 
by the National Resources Commis- 
sion of the Ministry of Economic 
Affairs. The list does not include 
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Need of Money for Electric Equipment 


“sa the Chinese will need when the war ts over will be money. 

With money they can buy machines, to be run by electric 

power, to be generated by their swift rivers. They will be forced to 

build trucks—the Burma Road has shown them what trucks can do 

—and roads to run them on. They will abandon oil lamps for elec- 
tricity where they can.” 





power plants owned and operated by 
individual factories. 


The commission is preparing to erect 
seven more new plants, has gone into co- 
Operative arrangements with power plants 
in Kweichow, Hunan, and, Sikang, and has 
begun to utilize hydraulic power resources 
in Yunnan and Szechwan. 

The new plants are scattered widely, and 
have been erected, not so much for the 
lighting of large cities as to feed factories 
with power. In promoting power industries, 
moreover, the Ministry of Economic Affairs 
has helped privately owned plants. It has 
also helped in the importation of machines 
and parts needed by power plants, by provid- 
ing them with facilities and fuel storage. 


wr and then famine kills a part 
of China’s surplus population. A 
water shortage dried up the farming 
lands or floods ravaged them. The 
Ministry of Economic Affairs plans to 
extend electrically operated irrigation 
works on an enormous area. The swift 
tivers in the western part will produce 
the power and the water can be pumped 


139 


through iron or clay pipes. The manu- 
facture of the pipes will in itself be a 
very considerable industry. Sanitary 
works will be forced upon the cities at 
least. They have been destitute of any- 
thing that even approaches sanitation 
for the most part and the Chinese 
people have lived only because they 
have become more or less immune to 
poisons. If it seems unlikely that the 
400,000,000 will embark on such wide- 
spread improvements the only reply 
that can be made is that the millions are 
being modernized by the war. There 
is no thought that water plants and 
sewerage disposal works will be put in 
all China overnight. But they will be 
put in—so says the Ministry—in time. 

If China gets the money. 

“There will be a huge market in 
China,” says Lauchlin Currie, “for the 
machinery which will be excess in this 
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country when our present period of 
preparation against war is over.” 


HAT statement is somewhat more 

emphatic and comprehensive than 
it really was when Currie made it. He 
is an economist and therefore careful 
of his statements. Perhaps it is better 
to say that he thinks there will be such 
a market. China will need our tech- 
nicians, too. Young men who know 
how to install American machines and 
keep them running should find a mar- 
ket for their services. Especially, of 
course, young men who know all about 
electrical machinery. There will be an 
abundance of them here when today’s 
flurry subsides and they will all want 
jobs. 

“China will want to buy in the best 
market, of course. There will be little 
money to spare when the size of the 
possibilities is considered.” 

Chinese credit has always been good, 
in spite of the political turmoil of the 
past twenty years. Loans extended to 
the republic during the war by the 
United States and Great Britain have 
been political in purpose and may be 
disregarded here. It is the hope of the 
Ministry of Economic Affairs to ob- 
tain much of the money Chinese re- 
construction will cost from private 
sources when the war is over, and in 
view of the excellent credit record of 
the past this may not be difficult, if 
there is any private money left to lend. 

“It may be that only China, the 
United States, and Great Britain will 
be able to offer private enterprise an 
opportunity to operate when the war 
is over.” 


[ is accepted as a probability, how- 
ever, that most of the money which 
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will be expended at first in China’s 
anticipated period of post-war re. 
habilitation will be borrowed by the 
government from other governments, 
by which is meant the United States 
and Great Britain. It is assumed that 
the world is approaching a period of 
government control of business. To 
use an illustration, our own position 
may be considered. For our self- 
protection we have assumed certain 
rights of guardianship over the Latin 
American countries to the south. But 
their natural markets are in Europe, 
and political ties are fairly certain to 
go with the market, and therefore to 
make certain of our safety we will be 
compelled to insist on direct govern- 
mental control over our business deal- 
ings with South America. The in- 
dividual merchant may retain his 
identity but he will retain it as a cog 
in a government machine. 

(Note. This is stated only as a 
theory of today. No one can say how 
the theory will be worked into practice. 
But it is a theory not of irresponsible 
theorists but of the men who are direct- 
ing the course of American affairs to- 
day. ) 

China will accordingly hope to bor- 
row most of the money she will need 
from the governments of the United 
States and Britain and spend it on gov- 
ernment works along the plan which is 
being gradually evolved now. The in- 
tense hope, however, is that a great deal 
of private capital may be secured for 
the construction of electrical, irriga- 
tion, and mining works in accordance 
with the over-all plan of the post-war 
government. The government loans can 
be secured by liens on metals, minerals, 
agricultural products, silk, and the cus- 
toms. It is taken for granted that in 
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the case of the United States, at least, 
some part of the loans to China will be 
made in the form of machinery, etc., 
either outdated or owned by the gov- 
ernment and no longer needed. 

(Note. It is at this point that the 
market for young technicians of which 
Currie spoke begins to open.) 


Wm when, and if private capital 
is borrowed for individual enter- 
prises in China the conditions may shift 
abit. It is taken for granted that the 
outworn machinery noted above will be 
disposed of at a governmental bargain 
price, for three reasons. In the first 
place no government counts a cost; in 
the second, a penny-down sale would 
have political value; and, in the third, 
an outlet would be established for 
American machines and technicians. 
But not all of China’s mechanical needs 
can be satisfied by the discards from 
our war emergency factories, and at 
this point American manufacturers 
will come up against the most savage 
European competition. 

“Our machines are good. Perhaps 
they are the best in the world. But 
they are too costly, as compared to the 
German machine product. China 
would like to buy American machines. 
There is the sentimental reason of 
Chinese liking for the United States, 
the political fact that China can antici- 
pate more generous treatment from the 
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United States than from any other na- 
tion, and the practical fact that the 
Chinese like our machines better than 
those of the Germans or the British. 

“But they cost too much. We must 
manage in some way—perhaps through 
government aid—to lay down machines 
in China at a cost no other country can 
match.” 


HE person quoted above will not 
be named, but he knows what he 
is talking about. Out of it all one be- 
gins to see a tremendous new develop- 
ment ahead, in which governments will 
manage business as a full partner of 
international politics. That means the 
multiplication and the perpetuation of 
bureaucrats, a standing army, and not 
only a 2-ocean but an all-power navy, 
so far as we are concerned. The bar- 
ter system instituted by Germany may 
be extended to cover the world by a 
series of interlocking bargains. The 
United States may attempt to retain 
control of South American products 
by paying off in the things we make 
and trading the South American goods 
to Germany for something we can 
market in Tibet. No one knows. At 
the best it is all guesswork and will be 
until the war is over, but the vague out- 
lines of the plan are becoming visible. 
In the meantime China will need elec- 
trical equipment and technicians. Make 
a note of it. 





CC HE world confidently looks forward to more great things from 

"T dleciricity to add further to the well-being of mankind. It has seen 
such miracles in discovery and achievement in the use of electricity that 
it seriously counts on more and more benefits from this same source, and 
assumes that the storehouse of new electrical developments is still full, 
waiting only for the scientists and the engineers to unlock more doors.” 


—H. S. BENNION, 


Vice president and managing director, 
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Edison Electric Institute. 
JAN. 29, 1942 
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The “Sick” ‘Telegraph Industry 


Adverse effect of the depression, increased competi- 
tion, and taxes. Advisability of legislation per- 
mitting merger of domestic carriers and mergers 


of international 


carriers suggested by Senate 


committee. 
By ANDREW BARNES 


HREE dots and a dash, ... —, the 
Morse code for V, symbol of the 
moral confidence of the Democra- 

cies in their war against totalitarian 


dictatorship. 
...—. Will that symbolize also the 


” 


“V for victory” over years of costly 
competition, losses, and waste in the 
telegraphic communications industry? 
Is the telegraphic industry ready to re- 
organize, strengthen its operations, 
eliminate the losses, and consolidate the 
gains of 188 years since the then vision- 
ary theory of sending messages over a 
copper wire was first conceived by 
Charles Morrison, a Scottish surgeon? 

This was the question pondered re- 
cently by a group of United States 
Senators, members of a subcommittee 
of the Interstate Commerce Commit- 
tee. Should the Congress authorize 
telegraphic mergers ? Should the era of 
relentless competition be brought to a 
close, and the telegraph, like the tele- 
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phone, be consolidated into a single, 
strong economic unit, instead of a num- 
ber of warring companies? These 
Senators had been digging into the eco- 
nomics of the communications indus- 
try. They had been learning things. 

Not all of them had recognized, un- 
til presented with facts and figures ina 
report of the committee staff, that 

“The telegraph industry is a major 
American business enterprise; the do- 
mestic telegraph units alone employ 
more than 60,000 persons and are 
thereby a means of livelihood for ap- 
proximately 200,000 persons; they do 
a gross annual business of $130,000,- 
000. . . . Communications as a whole 
are one of the largest service industries 
in the nation, with more employees 
than the population of some states, with 
gross assets running into many billions, 
with an annual income exceeded only 
by the income of the Federal govern- 
ment itself.” 
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THE “SICK” TELEGRAPH INDUSTRY 


This was surprising information. It 
was no surprise that the telegraphic 
communications industry was a sick 
business. 


in in 1935, the Federal Com- 
munications Commission, after an 
extended study. of weaknesses in the 
1934 Communications Act, had recom- 
mended that the law be amended to per- 
mit the consolidation of telegraph com- 
panies. 

As early as 1933, there was recog- 
nized in some quarters the pressure for 
a merger of telegraphic communica- 
tions companies and their facilities, to 
meet changing economic stresses and 
better to cope with expanding competi- 
tion from other mediums of communi- 
cation. 

The development of air-mail service, 
subsidized by a paternal government, 
cut many millions of dollars from the 
telegraph revenues. 

Every dollar that the government 
spent on air mail took another bite out 
of telegraph revenues. 

While the telegraph companies were 
scrambling for competitive advantage, 
the American Telephone and Telegraph 
Company, alert and aggressive, was 
constantly expanding its service, im- 
proving its facilities, cheapening its 
tolls, and seizing more and more of the 
business that normally might go to 
telegraphic communications. 

Concurrently, hundreds of business 
firms were turning to leased wires, pur- 
chased on a yearly basis and equipped 
with teletypes for transmission of busi- 
ness messages. 

Within the last ten years, radio com- 
munications had begun to invade the 
telegraph companies’ field, cutting fur- 
ther into their revenues. 
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In 1939, the Federal Communica- 
tions Commission again submitted to 
Congress recommendations that the 
law be amended to permit the merger 
of telegraph companies, with due re- 
gard to such economic factors as rate 
regulation, protection of the jobs of 
employees, and the maintenance of ade- 
quate facilities for the transmission of 
messages. 


HE results of the development of 

air mail and other forms of com- 
petition are apparent in the balance 
sheets of the telegraph companies. 
Western Union has maintained its posi- 
tion better than Postal Telegraph, but 
the operation of the economics of in- 
creased competition is clearly evi- 
denced on the balance sheets of both 
companies. 

The net income of Western Union 
at the end of 1926 was $13,252,000 
for the land lines. The net revenue at 
the end of 1930 had slumped to $6,- 
126,000 for the land lines during that 
year; in 1934 it was $2,134,000; in 
1938 there was a net loss of $1,205,- 
000 ; and for 1940 a net income of $3,- 
397,000. 

Postal Telegraph had a net income 
of $589,000 for 1926; a net loss of $2,- 
183,000 for 1930; net loss of $2,522,- 
000 for 1934; net loss of $4,043,000 
for 1938; and a net loss of $3,002,000 
for 1940. 

In 1935, Western Union and Postal 
Telegraph received 27.2 per cent of the 
revenues from rapid city intercom- 
munications business, the telephone 71 
per cent, and air mail 1.8 per cent. By 
1940, the telegraph’s share of the rev- 
enues had dropped to 23.1 per cent ; the 
telephone had increased to 73.1 per 
cent, and air mail to 3.8 per cent. Back 
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in 1920, the telegraph had 46.8 per cent 
of the business. 

The Western Union has enjoyed a 
huge competitive advantage over Postal 
Telegraph, no doubt in part due to the 
fact that Western Union was organ- 
ized long in advance of the smaller 
company, and was thus enabled to con- 
solidate its economic position before it 
was forced to meet the competition 
of Postal. 


N 1938, Western Union received 64 
per cent of the domestic revenues of 
telegraph carriers; in 1939, it received 
64.9 per cent, and in 1940, 66.2 per 
cent. 

Within the same years the Postal 
Telegraph revenues declined from 15.3 
per cent of the total in 1938 to 15 per 
cent in 1939 and 14.7 per cent in 1940. 

It is a fact not generally known, as 
the Senate subcommittee pointed out 
in its report, that the Bell Telephone 
system had outstripped Postal Tele- 
graph in the share of revenues accruing 
to telegraphic carriers. In 1938 Bell 
Telephone’s share of the domestic rev- 
enues of telegraph carriers was 17.9 
per cent of the total; in 1939 its share 
was 17.4; and in 1940 the share was 
16.5 per cent. In each of these three 
years, Bell Telephone pocketed a great- 
er share of the total revenues than did 
Postal Telegraph. 

This, then, was the economic situa- 


e 


tion when the Senate committee began 
its investigations last May. 

Obviously it was time that Congress 
consider realistically the economics of 
the problem and decide immediately 
whether there should be permitted 2 
merger of the telegraphic companies, 
to have one strong unit instead of two 
weaker companies with one of them in 
a totally unsatisfactory condition. 


pce Telegraph had been granted 
on April 17, 1940, a $5,000,000 
loan by the Reconstruction Finance 
Corporation, and this fund was being 
dissipated by continued operating 
losses. Competition was increasing 
steadily, both for Postal and Western 
Union. There was ample evidence that, 
barring an unexpected change in its 
economic fortunes, Postal Telegraph 
would in the near future reach a point 
where it could not continue to operate; 
its government loan would be ex- 
hausted, and receivership would be in- 
evitable. 

This matter was of importance to the 
government. Telegraphic as well as 
telephone communications are vitally 
important in normal times; in time of 
a national defense emergency, or a 
war, they are of redoubled importance. 
The financial exhaustion of any one 
telegraphic company would throw a 
greater burden of service on the other, 
probably with demoralizing results. 


nal government, cut many millions of dollars from the tele- 


q “THE development of air-mail service, subsidized by a pater- 


graph revenues. Every dollar that the government spent on 
air mail took another bite out of telegraph revenues... . 
Within the last ten years, radio communications had begun 
to invade the telegraph companies’ field, cutting further into 
their revenues.” 


JAN. 29, 1942 


144 





eratir 
per m 
“B 
ate ci 
pany 

reduc 
by its 
ness ¢ 
its ow 
circle 


THE “SICK” TELEGRAPH INDUSTRY 


Postal Telegraph, the Senate sub- 
committee reported, had sustained a 
loss “in every year of operation.” In 
the nine years following 1930, “the 
total amount of revenue available to 
companies engaged in the domestic 
telegraph business has dropped more 
than 23 per cent,” and the reduction is 
even greater if compared with the 
revenues of 1920-30. 

Besides the increase of competition, 
there were other factors involved in the 
decline in revenues. One factor was the 
general business decline in the early 
1930’s. Another important factor was 
the drastic increase in operating costs 
“due principally to increased taxation.” 
Western Union’s taxes increased ap- 
proximately 50 per cent, and Postal 
Telegraph’s taxes more than doubled in 
the period 1930-38, the bulk of the in- 
crease being chargeable to Federal so- 
cial security and unemployment taxes. 


nN for Postal Telegraph specifically, 
the committee found that of the 
$5,000,000 loaned to the company by 
the RFC, less than $750,000 would re- 
main as of last September Ist, while 
the monthly operating losses amounted 
to approximately $180,000. Obviously, 
the $750,000 would be about sufficient 
for four months’ operation. 

Moreover, under a new wage agree- 
ment, effective October Ist, these op- 
erating costs were increased $50,000 
per month. 

“By the end of the year,” the Sen- 
ate committee concluded, “this com- 
pany may face the necessity of either 
reducing its service to the extent limited 
by its income, or of going out of busi- 
ness entirely. Reducing service carries 
its own penalty by setting up a vicious 
circle which forces the company to lose 
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revenues, thus decreasing income, forc- 
ing further reductions in service. 

“In either case there will occur a 
major impairment of service to the 
public and an impairment of national 
defense communications needs. 

“And, in any case, the impairment of 
service by this carrier will seriously af- 
fect all carriers, including international 
communications . . .” These interna- 
tional communications—radio, cable, 
telephone, and radiotelegraph-—the in- 
vestigation had shown to be “relative- 
ly sound, stable, profitable operations.”’ 
But a Postal Telegraph disaster would, 
the committee believed, have a deter- 
rent effect upon their operations. 

And as for Western Union, current- 
ly enjoying the competitive advantage, 
it, too, “under present and clearly for- 
seeable competitive, economic, and fi- 
nancial conditions is not likely to re- 
main as a sound communication car- 
rier operating in the general public in- 
terest.” 


HE committee reached the inevi- 
table conclusion that once a chain 
of economic ruin were set in motion, 
it would certainly impair not only the 
company most immediately affected, 
but all other telegraphic communica- 
tions carriers, just as the crash of one 
banking institution often leads to ruin 
of other similar institutions. 
Accordingly, the committee sub- 
mitted important recommendations to 
the Senate. The major points of its 
recommendations were: 


I, THE 1934 Communications Act 

should be amended to permit the 
merger of domestic telegraph carriers ; 
to permit international carriers to 
merge; but that Congress refuse to al- 
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Net Income of Western Union 


lt net income of Western Union at the end of 1926 was 

$13,252,000 for the land lines. The net revenue at the end of 

1930 had slumped to $6,126,000 for the land lines during that year; 

in 1934 it was $2,134,000 ; in 1938 there was a net loss of $1,205,- 
000; and for 1940 a net income of $3,397,000.” 





low the merger or common control of 
domestic and international carriers. 
Their entities should be kept “entirely 
separate and distinct,’ the committee 
decided. 


Coneress should not require that 
the merger of domestic carriers 
and separate merger of international 
carriers be carried out simultaneously. 


. L HE “permissory” merger legisla- 
tion enacted by Congress should 
contain provisions for “the fullest rea- 
sonable protection of all the workers in 
any unit of the industry which is con- 
solidated . . .” In this connection the 
committee suggested that a formula be 
devised for dismissal pay and pension 
payments “to the end that no worker 
shall be put in a worse condition as 
the result of merger,” that the Fed- 
eral Communications Commission be 
charged with carrying out this proviso. 
In this connection, the committee 
estimated that 14,000 Postal Telegraph 
employees “are in danger of losing 
their jobs.” 


“Almost without exception,” the 
Senators said, “every spokesman for 
labor in this industry, as well as every 
witness representing management and 
the various government departments, 
conditionally or completely is agreed 
that merger of at least the domestic 
wire carriers would be a step in the 
right direction.” 

But, the employees “should not be 
subjected to any worsening of present 
conditions of employment or loss or 
diminution of employment as a result 
of any action taken by virtue of con- 
gressional enactment. The public inter- 
est demands decent consideration of 
labor’s problems.” 

The Interstate Commerce Commis- 
sion, in approving suggested railroad 
consolidations, has required that jobs 
be protected, and the Supreme Court 
has sustained these rulings, it was 
pointed out. Here the committee made 
the point that the Railroad Transpor- 
tation Act of 1933 and the 1940 Trans- 
portation Act contained specific pro- 
visions to protect workmen’s jobs. The 
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THE “SICK” TELEGRAPH INDUSTRY 


Communications Commission, under 
the committee proposals, would make 
“careful fulfillment of these labor-pro- 
tection requirements” a prior condition 
to merger of the companies. 


4. THE legislation should give the 

Communications Commission am- 
ple regulatory authority; should pro- 
vide adequate safeguards so that if the 
Bell (telegraph) system were included 
in the domestic merger “there shall be 
no interference or impairment of na- 
tional defense communications needs” ; 
should require that the merged com- 
pany or companies be owned 80 per 
cent by Americans. 


ConGREss ought to consider wip- 

ing out the preferential rate ac- 
corded by the telegraph companies to 
government business, by which the 
government sends its messages at a rate 
approximately 60 per cent of the rate 
paid by private users of the telegraph 
systems. It would cost the government 
more, but an elimination of this prefer- 
ential rate might lead to some govern- 
ment economy in transmitting mes- 
sages, and in any event would be fairer 
to the telegraph companies. 

“Tt [the committee] believes that the 
telegraph industry is entitled to the 
same consideration given its principal 
competitor, the telephone, which is paid 
full rate for government business. This 
disadvantage adversely affects the car- 
riers least able financially to bear the 
burden. The government is a large user 
of the telegraph ; in recent times it has 
become the single largest user. That 
there is waste and extravagance in the 
inordinate use of the telegraph and 
telephone by government employees is 
common knowledge. . .. Application of 
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the full rate probably will not serve to 
curb needless and wasteful expenditure 
of public moneys, but a private indus- 
try should not bear the burden of a 
lack of economy by government em- 
ployees.” 

Thus concluded the committee. 


O VER-ALL, there are two main points 

to the committee’s conclusions. 
First, mergers are in order, vitally nec- 
essary, and should be undertaken in 
such a manner as to keep the domestic 
companies and international communi- 
cations as separate entities. Second, 
labor should be protected in any merg- 
ers, by dismissal pay or pension pay- 
ments, and the government itself ought 
to be willing to give up the preferential 
rate it has enjoyed for many years at 
the expense of the hard-pressed tele- 
graphic companies. 

This would lead, naturally, to a 
monopolistic system in the domestic 
telegraph field. One large company 
would result finally, although the Bell 
system, according to the committee, 
was not favorable to the merger 
of any of its facilities with the two tele- 
graph companies. Ultimately, if the 
initial mergers exempted the Bell sys- 
tem telegraphic communications, there 
would be a tendency further to con- 
solidate, bolstering the telegraph indus- 
try’s strength in the face of other forms 
of competition. 

Is a monopolistic telegraphic system 
in the public interest? There will be 
those who will contend that it is not, 
regardless of the economic stresses im- 
posed upon the present competitive or- 
ganization of the industry. The Senate 
committee, after a thorough study of 
the industry, concluded that the merg- 
ers should be authorized, and in ef- 
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fect said that the monopolistic organ- 
ization would be in the public interest, 
subjected to the same regulation that 
the monopolistic telephonic communi- 
cations system operates under. These 
conclusions were reached earlier by the 
Federal Communications Commission, 
when the economic pressure for merg- 
er was considerably less than today. 


HIS brings up the important point 

that a single company may often 
render better service than a half-dozen 
financially weak, bitterly competitive 
organizations. The success experienced 
by the Bell system through its domi- 
nation of the telephone field is com- 
parable, although there are character- 
istic distinctions to be made between 
telephone and telegraph service in this 
respect. Every telephone company, 
whether Bell or independent, is a mo- 
nopoly, in a sense, in its own service 
territory. 

Still another development brought 
on by the war increases the chances for 
merging the two telegraph systems. 
This is the Lea bill to amend § 606 of 
the Communications Act, which will 
probably be a law by February 1, 1942. 
In effect, the bill gives the Federal gov- 
ernment the same power to seize and 
control telephone and telegraph facili- 
ties which it now has over radio. 

Just what plans, if any, the Federal 
government—probably the Defense 
Communications Board—has in mind 
for exercising controls under the Lea 
bill, naturally, have not been disclosed. 
But the question arises: Will the gov- 
ernment overlook this opportunity for 
forcing a consolidated operation of the 
two wire systems under the aegis of 
government control? With the na- 
tional economy demanding an end to 


all unwarranted duplication of facili- 
ties, there would seem to be at least a 
good chance that the government may 
bring about a marriage of convenience 
between Postal and Western under the 
authority of the Lea bill. 

This does not mean that so-called 
“permissive legislation” for a tele- 
graph merger is now unnecessary. The 
government’s powers under the Lea 
bill would terminate automatically six 
months after peace is declared—if not 
sooner by congressional resolution. 
Thus, the marriage of convenience 
might be followed by an automatic di- 
vorce unless permissive legislation is 
secured to enable the merger to “stick” 
after the war is over. 

The Senate committee hopes, by 
granting authority for telegraphic 
mergers under the direction and super- 
vision of the Communications Com- 
mission, and with proper legislative 
regulations laid down for the protec- 
tion of employees, the prevention of an 
over-all merger of domestic and inter- 
national carriers, to put the telegraphic 
industry in the same category as the 
strong and efficient telephone industry. 

Members of the Interstate Com- 
merce Committee expect that a bill will 
soon be introduced to carry out these 
recommendations, and hope that it will 
be passed before the industry becomes 
any weaker. There will not be congres- 
sional action to force a merger. The 
bill will “permit” mergers, and there 
will be extreme pressure for its passage. 

With tens of thousands of telegrams 
carrying national defense messages and 
national defense orders and business be- 
ing sent every day, Congress and the 
telegraph companies themselves can ill 
afford to allow a breakdown of this 
vital service in a time of emergency. 
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The Depreciation Problem 
During War Crisis 


Emergency construction of public utility plants, 
says the author, causes depreciation as an expense 
of operation to take on an added significance— 
proper method of determining annual depreciation. 


By FRANK B. WARREN 


URING the existing period of 
D war emergency extensive addi- 
tions to public utility plants are 
contemplated or in progress which are 
designed to serve what it is hoped may 
prove to be relatively short-lived com- 
munities resulting from defense activi- 
ties. In these circumstances deprecia- 
tion as an expense of public utility 
operations takes on added significance. 
Both Federal and state regulatory 
authorities are concerned with the 
problem of appropriate rates for de- 
preciation of short-lived plant. 

This is evidenced by recent expres- 
sions of persons prominent in the regu- 
latory field at the St. Paul convention 
of the National Association of Rail- 
road and Utilities Commissioners and 
at the Indianapolis convention of the 
American Bar Association. However, 
the depreciation problem, from the 
consumers’ viewpoint, is not basically 
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different in times of emergency as com- 
pared with normal times. The service- 
life estimates are still informed guesses 
and the resulting depreciation rates 
must always be consistently related to 
the rate base if the consumers are to 
be fairly dealt with. 

Public utility counsel have generally 
been successful in divorcing the sub- 
ject of existing depreciation for valua- 
tion purposes from the subject of de- 
preciation as an annual cost or operat- 
ing expense. This may not be the most 
famous divorce but it is certainly the 
most important in view of its direct 
effect upon the users of public utility 
services. The problem of reconciling 
a relatively large depreciation reserve 
on a public utility’s books with a rela- 
tively small deduction for accrued de- 
preciation in determining value, and 
then in turn reconciling the deduction 
made for valuation purposes with a 
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relatively high annual expense rate, has 
engaged the attention of regulatory 
commissions and courts for many 
years. Failure to treat the revenue re- 
quirement of a public utility as an ob- 
jective necessitating correlation and 
consistent treatment of all underlying 
factors may be largely responsible for 
any existing uncertainty. No single 
element may be isolated and determined 
under one set of rules or theory of law 
while an entirely different set of rules 
controls the determination of another 
equally important factor if the result is 
to treat all interested persons equitably. 


i may seem unnecessary to state the 
problem in specific terms in view 
of the great mass of material on the 
subject. However, a simple example 
will serve to focus attention on its im- 
portance. The amounts stated below 
are nominal but their relationship is 


based upon actual contentions of public 
utilities in contested rate cases and they 
are fairly typical. It is assumed that 
a public utility has invested $100 in 
depreciable property used and useful in 
rendering public service and that under 


annual depreciation expense rates 
ranging from 4 per cent to 6 per cent 
of the cost new it has accumulated in a 
reserve for depreciation some $30. 
The average age of the property in 
service is eight years. It is estimated 
that the property, for valuation pur- 
poses, is in a 95 per cent condition. It 
is also claimed that the property as a 
whole has a life expectancy of twenty 
years and that for the future an annual 
depreciation expense rate of 5 per cent 
is required to preserve the integrity of 
the investment. It will be seen that the 
annual expense rate will provide for 
all existing depreciation in one year, 
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although the average age of the proper- 
ty is eight years. It should also be 
noted that the $30 depreciation reserve 
does not exist as a cash fund for the 
replacement of property when it is re- 
tired, but merely as an entry in the 
company’s books. The amount repre- 
sented by the reserve has been used for 
general corporate purposes, including 
investment in additions. 

In contested rate proceedings, the 
courts have usually made only one ulti- 
mate finding, to the effect that the order 
of the commission will or will not re- 
sult in confiscation of the company’s 
property or that the order is void for 
lack of procedural due process. In 
discussing various underlying issues 
they have, however, made statements 
which have come to be accepted as 
rules of law for the guidance of regula- 
tory commissions in performing their 
functions. It is the attempted applica- 
tion of these conflicting rules that has 
given rise to much of the present un- 
certainty. 


A stated above, separate and de- 
tached consideration of the two 
aspects of depreciation is essential to 
arriving at the inequitable results which 
have sometimes been contended for by 
the utilities. Thus we have one set of 
rules for determining fair value based 
on the broad statements in Smyth v. 
Ames,’ as to the elements to be consid- 
ered such as original cost, reproduction 
cost, and market value of securities. 
Other important rules have been an- 
nounced in later decisions. 

For instance, the value of the prop- 
erty is not its cost new if it be in fact 
depreciated, and existing depreciation 
is better determined through inspection 


1 (1898) 169 US 466, 42 L ed 819, 


150 





THE DEPRECIATION PROBLEM DURING WAR CRISIS 


(looking at it) than by arbitrary de- 
ductions based on expired service 
lives. These rules do not appear un- 
reasonable when considered in con- 
nection with value alone. So value is 
determined, so far as the depreciation 
element is concerned, by looking at the 
property. 

An expert witness examines a build- 
ing for the purpose of determining its 
“condition per cent.”’ He disclaims any 
knowledge of depreciation, service 
lives, or the effects of functional causes 
of depreciation prior to actual retire- 
ment of the property. He finds the 
building in excellent condition and per- 
forming its allotted functions 100 per 
cent, although there are certain cracks 
in the plaster, loose putty in the win- 
dows, worn carpet on the stairs, and 
other items which will require atten- 
tion from the maintenance crews. By 
some unknown process he reaches the 
profound conclusion that the building 
is in 95 per cent condition. 


—_ by itself, this type of evi- 
dence is unassailable. The witness 
has only concluded, through looking at 
the building, that its approximate re- 
lation to a new building, identical in all 
respects, is 95 per cent. It is true that 
he ascribes a “100 per cent condition” 
to concealed plumbing and wiring since 
he cannot “look at” this and his esti- 
mate is based on his observation. It is 
assumed that a series of such witnesses 
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examine various classes of property 
and the combined result of their respec- 
tive opinions is to find the property in 
95 per cent condition. Eliminating 
consideration of the ultimate purpose 
of the proceeding and the expense as- 
pect of depreciation, there is little to 
become alarmed about thus far. It is 
assumed that the property is adequately 
maintained and provides excellent serv- 
ice, which is what the consumer pays 
for. The element of fair value, in so 
far as depreciation affects it, has now 
been settled, and it is buried with ap- 
propriate ceremony to be resurrected 
only for the purpose of testing the re- 
turn earned under the rates proposed. 

A new series of witnesses is next 
produced for the purpose of supplying 
the commission with expert informa- 
tion as to the annual cost of deprecia- 
tion. This series of witnesses has a dif- 
ferent and very pessimistic outlook as 
compared to our optimistic friends who 
found the property in 95 per cent con- 
dition. They conclude that the prop- 
erty under observation may be expected 
to live, on the average, twenty years. 
This necessitates an annual deprecia- 
tion expense rate of 5 per cent in order 
to preserve the integrity of the invest- 
ment. 


TANDING by itself, this appears to 
be a reasonable conclusion. It is 
assumed that the average life estimate 
is adequately supported by mortality 


“PuBLic utility counsel have generally been successful in 
divorcing the subject of existing depreciation for valuation 
purposes from the subject of depreciation as an annual cost 
or operating expense. This may not be the most famous di- 
vorce but it 1s certainly the most important in view of its di- 
rect effect upon the users of public utility services.” 
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statistics and honest, expert opinion. 
The statistics assembled by this series 
of witnesses should disclose that when 
property has been retired, it has usual- 
ly been for the reason that the item 
retired has become obsolete or inade- 
quate. 

With very minor exceptions, the 
effects of inadequacy and obsoles- 
cence cannot be observed, and looking 
at the property for the purpose of es- 
tablishing their existence would be per- 
fectly futile. The witnesses who esti- 
mate the annual expense rate are not 
concerned with “condition per cent” 
and it is assumed by them that normal 
and adequate maintenance is provided 
by the operating forces of the company. 
The determination of annual deprecia- 
tion cost is thus effected on what seems 
to be a perfectly rational basis. 

The combined effect of these two 
findings—with respect to existing de- 
preciation for valuation purposes and 
annual cost of depreciation—is little 
short of disastrous for the consumers. 
This has been recognized by regulatory 
commissions and there have been val- 
iant efforts to extricate them from the 
dilemma. 

The legal obstacles to rational treat- 
ment of the whole problem have proven 
difficult to overcome. 


OQ: attempted escape from the di- 
lemma involves the assumption 
that the property represented by the 
difference between the reserve on the 
books and the existing depreciation as 
observed is not capital upon which the 
company is entitled to earn a fair re- 
turn, since it represents an involuntary 
contribution of capital by consumers 
and not a payment for service. This 
general theory was suggested by the II- 
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linois Bell Telephone Company in its 
brief in the Lindheimer Case.? 

This theory would appear to be un- 
tenable in the light of certain rules laid 
down by the courts to the general effect 
that the consumer pays for service only 
and does not, through payment for 
service, acquire any title to or interest 
in any fund, asset, or property of the 
company supplying the service. Fur- 
ther, it involved the shadowy concept 
of property floating suspended in space 
when the company undeniably has and 
exercises all the attributes of title and 
the property is actually used and use- 
ful in supplying service. In any event, 
it was completely discarded by the court 
in its decision in the Lindheimer Case. 
The court said: 


In answer to appellants’ criticism, the 
company suggests that an adjustment might 
be made by giving credit in favor of the 
telephone users “in an amount equal to 34 
per cent upon the difference between the 
depreciation reserve and the amount de- 
ducted from the valuation for existing de- 
preciation.” The suggestion is beside the 
point. The point is as to the necessity for 
the annual charges for depreciation, as made 
or claimed by the company, in order to avoid 
confiscation through the rates in suit. 


This same decision contains a very 
precise statement of the rule to be ob- 
served in connection with annual de- 
preciation expense: 


In determining reasonable rates for sup- 
plying public service, it is proper to include 

the operating expenses, that is, in the cost 
of producing the service, an allowance for 
consumption of capital in order to maintain 
the integrity of the investment in the service 
rendered, 


C will be noted that the court avoids 
the usual vague allusions to “loss in 
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service value,” “contribution to a fund 
for replacement of property worn out 
in service,’ and similar loose expres- 


2 Lindheimer v. Illinois Bell Teleph. Co. 
(1934) 292 US 151, 3 PUR(NS) 337. 
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Findings of Courts in Rate Proceedings 


66 I N contested rate proceedings, the courts have 

usually made only one ultimate finding, to the 
effect that the order of the commission will or will 
not result in confiscation of the company’s property 
or that the order is void for lack of procedural due 
process. In disqussing various underlying issues 
they have... made statements which have come to 
be accepted as rules of law for the guidance of regu- 
latory commissions in performing their functions.” 











sions which have served to create con- 
fusion in the past. The expense rule 
quoted, considered by itself, would also 
seem to permit a determination of an- 
nual expense on the basis of estimated 
service lives using the straight-line 
method of accounting. 

However, when this rule is consid- 
ered in connection with the findings in 
this same decision that the excess in the 
reserve is the result of excessive annual 
allowances and that the reserve in these 
circumstances does not merely repre- 
sent consumption of capital but also 
provision for additions, we are led in- 
evitably to the conclusion that depre- 
ciation expense rates for the future 
should, in the opinion of the court, be 
based almost entirely on a mathemat- 
ical average of the past retirements 
over a selected period plus something 
for admitted existing depreciation. No 
consideration need be given to accruing 
inadequacy and obsolescence not meas- 
urable through observation. This is 
really the retirement method of ac- 
counting advocated by the railroads 
and rejected by the Interstate Commis- 
sion with an added element of deferred 
maintenance thrown in. 
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| travers to our example, the result 
might be somewhat as follows: 
If the plant has an average of eight 
years and there have been no retire- 
ments and its present condition is 95 
per cent, annual depreciation rates have 
been excessive in the past to the extent 
that they have resulted in a reserve in 
excess of 5 per cent and for the future 
the annual expense rate should prob- 
ably not exceed $ of 1 per cent. If 
the statistical data used in estimating 
the annual expense rate of 5 per cent 
are in any sense reliable, this § per 
cent rate is obviously inadequate to 
cover annual depreciation cost. 

Certainly the regulatory commis- 
sions will oppose adoption of such a 
method of handling the depreciation 
problem. 

All interested groups, which include 
the investors and the users, should 
favor adequate expense rates and ade- 
quate reserves based on the best avail- 
able information, rather than expense 
rates based on the sketchy observation 
of persons not all interested in func- 
tional causes of depreciation. It may 
appear at a glance to be impossible to 
reconcile this desirable public policy 
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with the pronouncements in the Lind- 
heimer decision. It may not be impos- 
sible if the annual expense rule in the 
Lindheimer Case is taken as a starting 
point and consistent and equitable 
treatment accorded the whole problem 
of depreciation. 

If we assume that a 5 per cent an- 
nual expense rate for depreciation is 
adequately supported by reliable statis- 
tics and honest expert opinion and that 
it has been adopted by the regulatory 
commission at the insistence of the util- 
ity, surely the utility is estopped from 
asserting that this capital loss should 
not be deducted in finding fair value. If 
the capital has been consumed in serv- 
ice it no longer exists for rate-making 
purposes. 


pee simple propositions must be 
established : 


(1) All capital losses due to func- 
tional depreciation cannot be observed 
but they do occur at a uniform rate 
over the service life of the property ; 
(2) there is no difference in the inci- 
dence or effect of obsolescence or in- 
adequacy for valuation and expense 
purposes; (3) there is an equitable 
estoppel against the utility making in- 
consistent claims of capital loss or 
value diminution in the same pro- 
ceeding. Surely the public interest 
affords a basis for the most liberal ap- 
plication of the estoppel rule in favor 
of the regulatory authority in view of 
the admittedly inequitable results 
otherwise and the danger incident to 
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relatively meager depreciation ex- 
pense rates for the future. 

Such an approach will put an end 
to the ridiculous spectacle of attempt- 
ing to establish loss in value by “look- 
ing at” a going utility plant when any- 
one familiar with the subject knows 
that it is impossible to observe the ef- 
fects of the principal causes of retire- 
ment, which are inadequacy and ob- 
solescence. 

If the utilities are estopped from in- 
troducing evidence of deferred main- 
tenance under the guise of existing de- 
preciation, there will be no confusion 
in the record of the proceeding and no 
necessity to go through any mental 
acrobatics in an attempt to reconcile 
two wholly different things; 7.e., (1) 
the capital estimated to be consumed in 
service on the basis of experience and 
the exercise of sound judgment, and 
(2) the deferred maintenance existing 
as of a given date based on observation 
of the things to be done to restore the 
plant to a 100 per cent physical and 
operating condition. Millions of dollars 
of the consumers’ money have been 
wasted through devotion to the utterly 
fallacious theory that accrued depre- 
ciation can best be determined by “look- 
ing at” a thing, rather than by making 
use of reliable experience data and ex- 
pert knowledge with respect to the 
probable service life of depreciable 
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EFORM’ has caused us to put government into business competi- 


tion with its citizens. ‘Reform’ has caused us to saddle indus- 
try with a maze of conflicting regulatory laws which even the proverbial 
Philadelphia lawyer can’t fathom in many instances. ‘Reform’ has been 
the alibi for legislation which, in effect if not intent, has encouraged 


labor racketeering and created “industrial chaos. . 


. The job that faces 


America now—and it is a job that cannot long ‘be’ deferred—is to ‘re- 


+” 


form’ the ‘reforms. 
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—EpITorIAL STATEMENT, 
Industrial News Review. 
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A Country Editor Awakens 
With a Start 


Once a Nebraska State Railway Commissioner, he frankly 

admits that he had a pleasant dream about government owner- 

ship of utilities, but declares it ended in a nightmare when the 

fact that publicly owned plants are tax free appeared. For his 

former inclination in favor of public ownership he now begs 
pardon of himself. 


By WILL M. MAUPIN 


I am no longer a public official ; 
I am owner, publisher, editor, 
advertising manager, subscription so- 
licitor, and job-printing estimator of a 
country weekly newspaper. The job, or 
jobs, has some drawbacks, to be sure; 
but it also has its compensations, and 
compensation is not always a matter of 
dollars and cents. Nor is the worth of 
a public official to be measured in terms 
of salary warrants. While I was a mem- 
ber of the Nebraska State Railway 
Commission the receipt of a monthly 
salary warrant of $416.16 never gave 
me the thrill I get when some delin- 
quent subscriber comes in, pays to date 
and a year ahead, and tells me he likes 
my newspaper. Frankly, I get thrills 
like that every now and then. 
Being an elected public official has 
numerous drawbacks. Such an official 


| s before explained in these pages, 
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must guard his utterances lest his mo- 
tives be misconstrued. If elected on a 
partisan ticket, and all the executive 
officials in my state are so elected, he 
must, perforce, listen now and then to 
party leaders. There is always the 
chance that he may say something that 
will offend party leaders and thus alien- 
ate a block of votes. And no matter 
what his decisions in controversial cases 
may be, he is in for a double damning 
by the loser, and probably a mild con- 
demnation from the winner because the 
decision did not grant all applied for. 
All this is particularly true of a public 
utility commissioner. 

But it is different now. While I really 
enjoyed my work as a commissioner, 
and honestly believe I honestly earned 
my salary, I enjoy far more my present 
situation as the editor of a modest lit- 
tle country weekly in the state of my 
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adoption. I enjoy the present more for 
several reasons. One is that I can write 
what I please without giving a whoop 
whether politicians like it or not. And 
that’s what I do. Another is that when 
I go home I am not worrying about 
conflicting evidence, citations of law, 
legal precedents, objections to ques- 
tions, etc. Of course the public official 
is paid for it—and nine people out of 
ten will swear he is paid too much. So, 
instead of a lot of official worries I 
have only one personal worry—meet- 
ing the payroll every Saturday noon. 
Often that is as hard for a little coun- 
try weekly to do as it is for some big 
corporations in these days of increas- 
ing taxes, government competition, and 
Federal restrictions on private initia- 
tive and enterprise. So far Uncle Sam 
has not troubled the country weeklies 
much; merely sending them bales of 
propaganda prepared by high-salaried 
writers and asking the country editor 
to print it free. But I do not begin 
worrying about the payroll until about 
Friday afternoon, and so far I have 
been able to get the worry off my mind 
before Saturday noon. No longer am I 
worried about writing a decision that 
will stand the test of the courts. I have 
the highest respect for the courts— 
when we are in agreement. 


B” even under the present pleasant 
conditions under which I labor I 
am now and then troubled by a recur- 
ring dream that always ends the same 
way. Recently this country editor, ex- 
utility commissioner, and possibly ex- 
tinguished politician, had a dream that 
was pleasant to start with, but while 
recurring every now and then always 
ends the same way—in a nightmare. In 
that dream I start with reviewing a bit 
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more than a half-century in Nebraska, 
I see the commonwealth grow from less 
than a half-million people to one with 
a million and a half. I see the majority 
of the half-million as pioneers who laid 
deep and solid the foundations of a 
great and progressive state. I see thriy- 
ing villages, towns, and cities emerge 
from the raw prairies, and see the 
winding trails of those pioneers give 
way to improved highways ; tired teams 
and jolt wagons giving way to trucks 
and automobiles. I see those pioneers, 
men and women who relied upon their 
own initiative and industry and faith 
in God, give way to a generation that 
has abandoned self-reliance and relies 
upon the largesse of a beneficent gov- 
ernment, handed out in chunks through 
the medium of high-salaried expert so- 
cial workers, and while receiving it sit- 
ting around and complaining about the 
smallness of the largesse and cursing 
their luck. 

Up to this point the dream had been 
rather enjoyable. 


._ dream, however, began chang- 
ing. It showed me a generation all 
too prone to give heed to palavering 
politicians who preach the doctrine that 
all successful business is a sure sign of 
business intrigue and corruption; that 
to be a stockholder in any public enter- 
prise is proof positive of crookedness; 
and that the proof positive of honesty 
is to be a business failure. And believ- 
ing this political palaver they began put- 
ting their trust in self-seeking politi- 
cians instead of trusting to their own 
strong arms and brains and God. They 
began damning the telephone industry 
as made up of conscienceless grabbers 
after undue profits. They doubly 
damned the railroads as extortioners, 
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Dreams That End in Nightmares 


seas. 9 ioe the trend toward public ownership is stopped, and 

with advocates of public ownership it is all or none, thetr 

dream of freedom from worries and frets when all public utilities 

are publicly owned, will be as iridescent as the dream of purifying 
politics. Such dreams always end in nightmares.” 





and they could not find adjectives 
strong enough to apply to the terrible 
“power trust.’ In fact they spent so 
much time damning everything, they 
had no time to do anything else. By the 
three-toed prophet who piped before 
Moses, the whole kit and kaboodle of 
them just had to go. But how? 

The dreamer listened to the prescrip- 
tion offered by those who so emphati- 
cally damned the utility corporations. 
It was easy. Uncle Sam being in a gen- 
erous mood these days, thinking no 
more of a billion dollars than a country 
editor does of two bits—and probably 
not. as much—the prescription was just 
to get the money and buy up all these 
private utilities so that the people would 
own them ourselves. If the utilities re- 
fuse to sell, tax ’em high and make 
them compete with tax-free utilities; 
or buy them at three or four times their 
real worth. What difference does the 
cost make? Get the money from the 
town pump in Washington, D. C., and 
pay day is a helluva long ways off. 
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Mighty easy to out the fellows who 
have been making a profit on the money 
they invested in risky projects a few 
years ago. We the Pee-pull have to use 
‘em and b’gosh we the Pee-pull are go- 
ing to own them and run ’em! 


| Shee many another adjectived fool, 
this dreamer fell for it. He joined 
the enthusiastic throng headed toward 
Washington, inspired and led by a 
leader who had convinced us that a 
heinous employee of the iniquitous 
power trust, or some other trust less 
heinous of course, lurked behind every 
bramble and in every fence corner, Rus- 
sian thistle, corn shock, or straw stack, 
ready to leap out upon us and cut our 
throats and drink our lifeblood. We 
were all primed with arguments why 
Uncle Sam should hand us out some 
eighty millions to enable us Nebraskans 
to build hydroelectric plants and thus 
give the iniquitous power trust a kick 
in the pants. We got it. 
My, but the dreamer was having a 
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glorious time. It was so easy we headed 
back to Washington and convinced 
Uncle Sam that if he didn’t hand out 
several more millions he was going to 
lose the millions already handed out. 
Again we got it, and we began think- 
ing about making a third trip. Of 
course we did not tell our avuncular 
relative the exact truth. We told him 
we just had to have irrigation and 
couldn’t get it without hooking up hy- 
droelectric development with it. That’s 
what our guide and mentor told us to 
tell him, and we did. My what a crimp 
we were going to put into the power 
trust ! 

We got so busy in the crimping busi- 
ness that we almost forgot the irriga- 
tion part. Already we had so success- 
fully regulated the railroads that they 
had to close stations and abandon 
branch lines in order to keep out of 
bankruptcy, but we were going to show 
the adjectived railroad executives that 
we the Pee-pull were determined to 
free ourselves from railroad domina- 
tion. No longer were we going to sub- 
mit to the extortion of the telephone 
and telegraph companies ; we were go- 
ing to own ’em, run ’em, and to heck 
with the former owners! 


M Y, what a lot of fun we were hav- 
ing! Just think of being part 
owner and part manager of the power 
lines, railroad lines, telephone and tele- 
graph lines. The dreamer actually con- 
vinced himself that it would be like the 
old days when he carried annual passes 
over several railroads, and actually had 
a telegraph frank. He visited several 
great oil wells and how he did enjoy 
seeing his oil spouting fromthe ground, 
while thumbing his nose at Sinclair and 
Rockefeller and Phillips and Socony 


and all the rest of the once oil barons, 
Imagine how all this appeared to a 
country editor! Uncle Sam does not 
want the country newspapers publicly 
owned so long as he can find enough 
suckers among them to publish his 
propaganda without remuneration, 
Plenty of money for the employment 
of high-powered propagandists, but 
nary a cent for the country publisher, 
He is sucker enough to fall for it. 


B all dreams, however pleasant, 
niust end, and some of them develop 
into nightmares. Just as this dreamer’s 
dream was at its best the dreamer 
turned over on his other side. It sud- 
denly dawned upon the dreamer that 
now that he—the public—owned all 
the public utilities they were tax free. 
State, county, and school taxes had 
been steadily increasing year after year, 
and Federal taxes were shooting up- 
ward at an alarming rate. It required 
just so much money to operate state, 
county, and school district, maintain 
relief rolls, etc. Either the schools 
would have to have money or cease op- 
erations and let our children grow up 
in ignorance. We had to maintain po- 
lice protection or let crime run ramp- 
ant. 

Fire departments either had to be 
maintained or up would go our insur- 
ance premiums, and where was the 
money coming from? No longer from 
the public utilities because we the Pee- 
pull owned them and they no longer 
paid taxes. The dreamer got the answer 
when the tax-levying bodies met and 
figured out just how much had to be 
raised for governmental and_ school 
purposes, and the assessor came 
around. Bang! went that pleasant 
dream. 
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A COUNTRY EDITOR AWAKENS WITH A START 


NTER the nightmare. It required 
E just so much money for all the 
purposes enumerated, together with 
the need for money to take care of the 
aged and indigent—and some not so 
aged or indigent, but upon the relief 
rolls just the same. Up went the taxes 
on the editor’s printing plant and his 
humble little home. Up? Yea, into the 
stratosphere. Where was the money to 
come from? 

Being publicly owned and therefore 
not competitive, the utilities did not 
have to advertise. Some sixty miles of 
railroad branch lines in his county had 
been abandoned, and even if they had 
not been they would have now been 
publicly owned and tax free. After such 
a beautiful dream it was tough, awful- 
ly tough, to have it turn into such a 
nightmare. Already we had decreased 
the efficiency of our schools. We had 
issued millions in bonds for public im- 
provements and we had to tax ourselves 
to pay them off or repudiate. The im- 
proved highways had to be maintained 
or allowed to revert to rough trails. 
Once we soaked the public utilities for 
much of the needed money, but now 
that we the Pee-pull owned them they 
were no longer soakees. The only tax- 
payers left were the already overbur- 
dened farm owners, the town home 
owners, the merchants already threat- 
ened with bankruptcy, the country 
print shops, and a few mechanics who 


were so unfortunate as to own their 
own shops and equipment. The WPA 
workers paid no taxes and it would be 
cruel and inhuman to turn them out to 
the cruel and selfish world. 


7 the sheriff with his distress 
warrants, the judge with his fore- 
closure decree, again the sheriff crying 
the sales, and there being no one with 
money to bid in the property, it, too, 
became publicly owned and tax free. 
The dreamer’s little print shop became 
publicly owned, and bang went a free 
press! Into the nightmare obtruded one 
of Kin Hubbard’s quips: “Tilford 
Moots went over to the poor farm to 
see an old friend who tried to run a 
newspaper to please everybody.” Im- 
agine a newspaper that everybody 
owned and controlled! Being publicly 
owned there was no longer any privacy 
when one wanted to use the telephone. 
Dod gast it, ain’t we got a right to listen 
in on a line we own? No use complain- 
ing because your children are growing 
up in ignorance because of poor schools, 
or no schools at all, and have some ad- 
vocate of public ownership tell you to 
quit your belliakin’ and enjoy the 
luscious fruits of public ownership. 
Heck, weren’t we getting telephone and 
telegraph communication free because 
Uncle Sam generously shoveled out 
the money to pay for it? Same with 
rail transportation and power. We the 


Such an official must guard his utterances lest his motives be 


q “BEING an elected public official has numerous drawbacks. 


misconstrued. If elected on a partisan ticket .. . he must, 
perforce, listen now and then to party leaders. There ts al- 
ways the chance that he may say something that will offend 
party leaders and thus alienate a block of votes.” 
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Pee-pull owned ’em. To Hell with the 
future! 

It started off as a beautiful dream, 
but how rude the awakening from the 
inevitable nightmare. There are mil- 
lions enjoying the dream these nights, 
but the nightmare is in the offing. The 
nightmare is inevitable unless the pres- 
ent trend is halted, not merely slowed 
up. Unlike the Hebrew days of old, 
there will be no sabbatical year for the 
taxpayers. 


A Kansas seer and prophet, long 
since gone to his reward, told us 
that “the purification of politics is an 
iridescent dream.” That statement is 
as true today as it was the day it was 
uttered, despite nonpartisan elections 
and unicameral legislatures. Unless the 
trend toward public ownership is 
stopped, and with advocates of public 
ownership it is all or none, their dream 
of freedom from worries and frets 
when all public utilities are publicly 
owned, will be as iridescent as the 
dream of purifying politics. Such 
dreams always end in nightmares. 
Many dreamers today may die dream- 
ing and escape the nightmare. But those 
who dream and live long enough will 
awaken with a scream, hair standing 
on end, and cold perspiration bathing 
their brows. 

The pleasant dream still comes to 


this dreamer now and then, and de- 
spite his every subconscious effort it 
always ends in a nightmare. If ever he 
felt inclined to favor public ownership 
and management of all public utilities, 
he now begs pardon of himself. He has 
but to look at his tax receipts and his 
receipted bills for light and power from 
a publicly owned utility to convince him 
that relief through public ownership is 
an iridescent dream with an irreverent 
adjective before the iridescent. Just 
let the dreamers dream on. They will 
awaken with a start. 


F eowae public ownership of utili- 
ties in my state has taken several 
millions from the tax rolls, and taxes 
continue to mount. More than two hun- 
dred miles of railroad have been aban- 
doned in my state, and the taxes they 
no longer pay must be paid by the farm 
owners and the home owners. 

Well, until the sheriff sells my coun- 
try print shop at sheriff’s sale, I am go- 
ing to do my little best to awaken the 
dreamers before the nightmare begins. 
At present there is no one who can tell 
me what to say or not to say, and there 
are times when that is worth more than 
much fine gold. Yes, there is far more 
than money compensation in being the 
editor of a newspaper upon which there 
are no strings. 

Come up and see me sometime! 





4 “WW TE must recognize the fundamental fact that the United States is an 
indwisible economy, as well as an indivisible union of the states. 
This calls for treatment of agriculture, labor, industry, and finance no longer 
as separate problems, but as inseparable parts ‘of the common national interest. 
“It is rather obvious, whatever happens, that the capitalistic system is going 
through a wringer, but the question remains to be decided, again and again, 
whether the Republic is to go through a rock crusher. When clothes go 
through the wringer they come out clean and new, ready for more wear. 
But rocks going through a crusher come out broken up” 


—ALFRED M, LANDON, 
Former governor of Kansas. 
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Wire and Wireless 
Communication 


HARGES which some hotels, apart- 

ment houses, and clubs in the Dis- 
trict of Columbia add to the regular rates 
for long-distance telephone calls are to 
be investigated by the Federal Communi- 
cations Commission. The commission 
will not go into supercharges for local 
calls, which in some cases result in a 
charge of 10 cents for a regular 5-cent 
call. 

The action of the commission, it was 
announced recently, was on its own mo- 
tion and the formal order directing the 
hearing and investigation was passed 
after a preliminary inquiry had revealed 
that individuals who make interstate or 
foreign telephone calls are in many in- 
stances required to pay certain special 
charges in addition to the regular tolls. 

Commissioner Paul A. Walker, who 
conducted the long investigation of the 
American Telephone and Telegraph 
Company and its subsidiaries, and Com- 
missioner Ray C. Wakefield have been 
named a committee of the commission to 
preside at the hearings, a date for which 
had not been set. 

The commission said that it had made 
the American Telephone and Telegraph 
Company and the Chesapeake & Potomac 
Telephone Company respondents to the 
inquiry, and that copies of the order 
would be served on the Hotel Association 
of Washington and the Apartment 
House Owners and Managers Associ- 
ation in the District of Columbia. Any 
hotel, apartment house, or club, it was 
added, may have a representative at the 
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hearings and participate in the proceed- 
ings. 

Upon the results of this inquiry, it was 
indicated, the commission would deter- 
mine its action on similar cases through- 
out the country. 

One of the first matters to be deter- 
mined by the commission would be its 
jurisdiction over these supercharges on 
interstate tolls. The inquiry will result in 
a decision as to whether it has authority 
to require that such charges be filed as a 
part of the regular tariffs for calls, and, 
if it has jurisdiction, whether it will per- 
mit the continuance of the charges. 


*x* * * X* 


| ewe would receive a full place on the 
committees of the Defense Com- 
munications Board which are to plan the 
work of the country’s communications 
systems under war conditions, James 
Lawrence Fly, DCB chairman, said on 
January 9th. As a result of a recent meet- 
ing between the Labor Advisory Com- 
mittee and DCB, the board would invite 
representatives from labor to act on seven 
committees, handling the problems of 
aviation, cable, domestic broadcasting, in- 
ternational broadcasting, radio communi- 
cations, telegraph, and telephone. 

Labor thus would be in a position “to 
aid more effectively in the formulation of 
basic plans affecting communications sys- 
tems in the emergency,” said Mr. Fly, 
adding that joint meetings between the 
Industry and Labor Advisory committees 
would be held as needed. 
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The board, Mr. Fly continued, wanted 
all the qualified help it could get, 
“whether from management or labor,” 
and did not “recognize any special group 
interest” in developing the necessary 
program. The attitude of the DCB was 
outlined in a letter to Robert J. Watt of 
the American Federation of Labor, Paul 
E. Griffith of the National Federation 
of Telephone Workers, and Joseph P. 
Selly of the American Communications 
Association. Mr. Fly wrote: 


You gave complete assurance that you 
would use great care in selecting nominees 
for the various committees and would certify 
to the board American citizens of responsi- 
bility and competence in the particular fields 
concerned, who would have the single aim to 
serve as best possible the interest of national 
defense and security. 

The board members as a whole were im- 
pressed with the spirit of unity and loyal de- 
termination for constructive work in the 
prosecution of the war which was reflected 
by each of you as the leaders of different, 
and, I might add, heretofore differing, labor 
organizations. 


* * * 


HE first step in the divorce of the 
Blue network from the National 


Broadcasting Company system was 
taken on January 9th with the formation 
of the Blue Network Company, Inc., 
as a separate and wholly owned subsid- 
iary of the Radio Corporation of 
America. Incorporation papers for the 
new company, which is to be cut loose 
from the RCA-NBC organization, were 
filed in Dover, Delaware. 

David R. Sarnoff, president of RCA, 
announced that, with the permission of 
the Federal Communications Commis- 
sion, the new Blue network will own 
and manage WJZ in New York, WENR 
in Chicago, and KGO in San Francisco. 
It will continue to furnish program serv- 
ice to more than one hundred independ- 
ently owned affiliated radio stations 
throughout the country. 

As its initial step in independent op- 
eration, the Blue Network Company ap- 
plied to the FCC for permission to trans- 
fer licenses for the operation of Sta- 
tions WJZ, WENR, and KGO. 

Mark Woods, formerly vice presi- 


dent and treasurer of NBC, was elected 
president of the new Blue network set- 
up, and Edgar Kobak, previously NBC 
vice president in charge of sales for the 
Blue network, was made executive vice 
president of the new organization. Niles 
Trammell, president of the National 
Broadcasting Company, was elected 
chairman of the new company’s execu- 
tive committee, which includes Mr. 
Woods and Mr. Kobak as members. Mr. 
Trammell will continue as head of 
NBC. 
In commenting on the formation of 
the new company, Mr. Trammell said: 
The Blue network will continue to be 
housed in its present locations pending the 
establishment of permanent quarters else- 
where, and certain of its routine operations 
will be carried on by NBC until the new 
company has established its own facilities, 
The segregation of the Blue network from 
NBC will occasion the transfer of approxi- 
mately 500 employees, practically all arrange- 
ments for this transfer having been com- 
pleted. 


The independently owned affiliates of 
the new Blue system were scheduled to 
meet in Chicago on January 15th to dis- 
cuss operations and policies under the 
new set-up. 


rR. Trammell, on January 11th 
declared that the $10,275,000 suit 

filed against NBC by the Mutual Broad- 
casting System was “the culmination of 
a series of attacks” which he said MBS 
instigated “since NBC refused to sell to 
it important parts of the Blue network.” 

The suit, filed in Federal court in 
Chicago on January 10th by MBS and 
six affiliated stations, named NBC and 
the Radio Corporation of America as 
defendants. It charged that they had 
violated the Sherman antitrust law by 
hindering Mutual in the sale of national 
network time. 

The Department of Justice was ac- 
cused by officials of two of the major 
radio networks of attempting to inter- 
fere with a vital war-time communica- 
tions asset by filing an antitrust action 
against the chains in Chicago. The suit 
filed December 31st charged that the 
National Broadcasting Company and the 
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WIRE AND WIRELESS COMMUNICATION 


Columbia Broadcasting System con- 
trolled the nation’s radio airways. 

In separate statements, Mr. Tram- 
mell, president of NBC, and William S. 
Paley, president of Columbia Broad- 
casting, contended the Department of 
Justice should have waited until deter- 
mination of a Federal court action in 
New York. This action, the broadcast- 
ers said, was concerned with virtually 
the same matters as the new antitrust 
suit. _It is an appeal by the chains from 
restrictive orders issued by the Federal 
Communications Commission. 

Mr. Trammell said he had been in- 
formed by high government authorities 
that they desired “nothing be done to 
disturb the present network structures 

. . as their full facilities are urgently 
needed to serve the government and pub- 
lic during the war.” Nothing, he added, 
would be “more certain to destroy this 
vital national asset than to follow the 
plan. . . now demanded by the Depart- 
ment of Justice.” 

Mr, Paley said it was “unfortunate 
that the networks should thus be 
harassed in war time when their whole 
energies should be bent to furthering 
the national effort.” 


* * * * 


Bee American Telephone and Tele- 
graph Company recently completed 
arrangements with the Federal Reserve 
Bank of New York to act as an issuing 
agent for defense savings bonds pur- 
chased by its employees, it was disclosed 
on January 9th. The AT&T thus be- 
came the first issuing agent in the 
Second Federal Reserve District, other 
than a bank. In general, corporations 
which assist in defense bond sales col- 
lect the money and transmit it to the Re- 
serve Bank. The latter then issues the 
bonds. 

AT&T, as an issuing agent, can buy 
the bonds in large quantities from the 
Reserve Bank and issue them direct to 
its own employees, thus relieving the Re- 
serve Bank or other issuing banks of 
added bookkeeping burden. The com- 
pany now has more than 41,000 of its 
employees enrolled in a payroll deduc- 


tion plan for the sale of defense bonds. 
These employees have purchased nearly 
$12,000,000 face value of defense bonds 
as of 1941. 


kOe * Ox 


HE Mountain States Telephone & 

Telegraph Company was notified 
early this month by the Utah Public Serv- 
ice Commission that it intends to pro- 
ceed on the basis of its original complaint 
in its investigation of alleged discrimina- 
tion in toll rates charged by the com- 
pany. The company was granted fifteen 
days in which to make any amendment 
in its answer to the original complaint, 
and, at the end of that period, the com- 
mission will decide on a date for formal 
hearing. 

Charles A. Esser, commission secre- 
tary, in a letter to Orson John Hyde, dis- 
trict manager of the company in Salt 
Lake, said: 

Any new situations with respect to alleged 
discrimination with which the commission 
may decide to deal will be called to the atten- 
tion of your company in a new and separate 
complaint if it is decided that such situations 
demand recognition through formal com- 
plaint. In the latter event both the original 
complaint and any new complaint will be 
brought up for hearing at the same time. 


* * * x 


MMEDIATE cessation of all amateur 
radio operation was ordered on Jan- 
uary 9th by Federal Communications 
Commission. The commission, which 
said it acted at the request of the Defense 
Communications Board, explained that 
“national defense considerations require 
such complete cessation.” 

On December 8th the commission sus- 
pended all amateur activities except those 
authorized by the Defense Communica- 
tions Board upon recommendation of 
Federal, state, or local officials in connec- 
tion with defense. Since then, the com- 
mission has given special authority al- 
lowing many amateurs to resume opera- 
tion. There are approximately 65,000 
amateur radio operators in this country. 
Approximately 1,000 of these have been 
operating under special authorizations. 

Clayton Gordon, section communica- 


163 JAN, 29, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


tions manager for Rhode Island of the 
American Radio Relay League, said re- 
cently that he had been informed offi- 
cially that the licensing of radio amateurs 
would be continued, though amateurs 
would not be allowed to operate after 
being licensed. 


* * *K X 


be Army is not satisfied with the 
operation of the civilian air-raid 
warning service as presently organized. 
This much was revealed in a recent state- 
ment by Secretary of War Henry L. 
Stimson recommending creation of a 
volunteer women’s auxiliary corps to 
take over rear-line duties now performed 
by Army regulars. The air-raid warning 
service is presently conducted through 
volunteer civilian observers who are not 
subject to the direct control or discipline 
of the Army Interceptor Command. The 
telephone companies’ part of the civilian 
air-raid warning service received no di- 
rect criticism. 

However, it was reported that the 
Army is seeking to develop independent 
lines of communication as alternative 
stand-by systems in case of emergency. 
The present tendency of the civilian pop- 
ulation to overload the telephone ex- 
changes by unnecessary calls whenever 
an unusual happening occurs, such as an 
air-raid alarm, is one of the worries of 
the military authorities. Possible use of 
independent communications systems, 
especially in larger cities, based on police 
and fire alarm systems, is said to be un- 
der study. 

In a recent letter to the House Military 
Affairs Committee, Secretary Stimson 
endorsed a bill introduced by Represent- 
ative Edith Nourse Rogers, Republican 
of Massachusetts, for formation of a 
paid, uniformed women’s corps serving 
directly with the Army, stating: 

At the present time there is no shortage 
of man power in this country; neverthe- 
less there are a great many types of duty in 
the corps area service commands and in the 
aircraft warning service for which women 
are better fitted than men, and the employ- 
ment of women on such duty would increase 


efficiency and release men for more intense 
work or combat service. 
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Mr. Stimson said the size of the aux. 
iliary would depend upon military re. 
quirements and “cannot be determined at 
the present time.” He estimated its cost 
at $3,000,000 for 1942. 


EPRESENTATIVE Andrew J. May, 
Democrat of Kentucky, chairman, 
previously had assured Mrs. Rogers that 
the Military Affairs Committee would 
begin hearings on her proposal after ob- 
taining an opinion from the War Depart- 
ment. Under Mrs. Rogers’ bill the pay 
for women who enlisted would start at 
$21 a month, as in the regular Army. Off- 
cers would be trained at special schools. 
Mr. Stimson said the auxiliary would 
not replace or conflict with activities 
now under supervision of the Office of 
Civilian Defense. One or more com- 
panies would be stationed at each large 
Army post or camp, he said, and its per- 
sonnel would have such assignments as 
clerks, machine operators, cooks and 
bakers, stewardesses, telephone and tele- 
graph operators, pharmacists, dieticians, 
hygienists, hospital and laboratory tech- 
nicians, hostesses, librarians, theater em- 
ployees, welfare workers, etc. 

Mr. Stimson said an aircraft warning 
section would be set up in the auxiliary 
and indicated it would supersede the 
present volunteers obtained by the OCD. 
He explained that the filter and informa- 
tion centers of the aircraft warning serv- 
ice called for use of highly specialized 
installation “which cannot function prop- 
erly with part of the operating personnel 
absent.” The Army at present cannot 
compel attendance of volunteers. 


*x* * * * 


N January Ist, the Office of Produc- 
tion Management formally an- 
nounced the appointment of Leighton H. 
Peebles, former chief of the plumbing 
and heating branch, to be the head of the 
new communications branch. Mr. Peebles 
was expected to report, along with the 
chiefs of other OPM industrial branches, 
directly to Philip Reed, former chairman 
of the board of General Electric, who is 
now deputy administrator of OPM 
supervising branches. 
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Financial News 


and 
Comment 


By OWEN ELY 


Finance Plans Resumed As 
War Shock Subsides 


bh oesg financing in December totaled 
only about $28,000,000, compared 
with $1,128,000,000 for the calendar year 
1941. New financing remained at low 
ebb in early January, but with bond 
prices showing a substantial recovery, 
plans are now being revived for some 
fairly heavy financing. 

First issue to reach the market was an 
offering of 366,088 shares of Connecti- 
cut Light & Power $2.20 preferred stock 
at $52 a share, to yield about 44 per cent 
(supplemented by 136,088 shares of 
$2.40 preferred, offered to holders of the 
present 54 per cent preferred on a two- 
for-one basis). Leading underwriters 
were Putnam & Co., Chas. W. Scranton 
& Co., and Estabrook & Co. 

Dividend requirements (upon comple- 
tion of present financing) were covered 
about 44 times in 1941 (based on ten 
months’ figures) and in 1940 about 54 
times. Late reports on the day of the of- 
fering were that the deal was satisfac- 
tory. The issue had been “sweetened” by 
raising the dividend rate from $2 to 
$2.20 on the publicly offered series, and 
from $2.25 to $2.40 on the series offered 
to holders of the old preferred. Part of 
the offering will be for “new money” ; the 
company will soon be tied in with United 
Illuminating Company of New Haven in 
order to better serve important war in- 
dustries in the territory. 

The most important financing current- 
ly under way is the $80,000,000 Alabama 
Power first mortgage 34s of 1972 (the 
coupon rate may be lower). Common- 
wealth & Southern has advertised for 
bids, which were to open January 


19th. Only one underwriting group has 
been reported thus far, headed by First 
Boston and Bonbright, with about 79 
other members. Morgan Stanley & Co., 
which formed a syndicate last summer to 
compete for the financing at that time, 
has apparently made no plans to partici- 
pate now. The issue is the largest utility 
bond issue yet to be publicly offered un- 
der the competitive bidding rule of the 
SEC. It is thought that, in stipulating 
that bids must at least equal a 34 per cent 
basis, the management has been suffi- 
ciently “realistic” to meet present condi- 
tions. 

The sale will permit a thoroughgoing 
recapitalization of the company, with the 
refunding of all seven outstanding is- 
sues. The total financing program will 
include $12,000,000 notes. 

Presumably to meet the SEC wishes, 
Alabama will write down its property ac- 
count by over $23,000,000, setting up a 
special reserve of $11,342,750 with re- 
spect to some of its licensed dam 
projects, and will increase depreciation 
reserves by $1,887,565. The company 
will also retire all the preferred stock 
owned by Commonwealth and will in- 
crease the stated value of the preferred 
shares to the liquidating value. All these 
adjustments will necessitate a reduction 
in the stated value of the common stock 
by over $30,000,000, plus the cancella- 
tion of earned surplus. The new debt 
will equal 61.7 per cent of adjusted prop- 
erty account, and on a first mortgage 
basis 55 per cent. 


cessful Louisville Gas & Electric 
Company common stock offering of a 
few weeks ago is the announced intention 
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of its subsidiary, Louisville Transmis- 
sion Corporation, to borrow $3,850,000 
from the RFC for expansion purposes. 

Pennsylvania Electric Company on 
December 9th registered $32,500,000 
first mortgage bonds, due 1972, and 34,- 
000 shares of preferred stock, largely for 
refunding purposes. It was reported 
that this financing might reach the bid- 
ding stage about January 26th. 

Iowa Southern Utilities Company late 
in December registered $10,000,000 first 
34s and $5,160,000 debenture 44s (both 
due 1971) for refunding purposes. W. 
C. Langley & Co. and Halsey, Stuart & 
Co. were named as the principal under- 
writers. 

Panhandle Eastern Pipe Line in De- 
cember registered $10,000,000 first 3s of 
1962 and 150,000 shares of preferred 
stock, for refunding purposes. 

Virginia Public Service hopes to sell 
at competitive bidding (as part of the 
general capitalization and refunding pro- 
gram redesigned to meet SEC formulas) 
$22,800,000 first 34s of 1971, $5,700,000 
serial notes due 1944-51, and 70,000 
shares of 5} per cent preferred. It will 
also issue for resale 628,333 shares of 
new common to the General Gas & Elec- 
tric Corporation which will retain any 
excess funds accruing from the security 
sale over and above Virginia Public Serv- 
ice’s requirements. It is estimated that 
about $52,000,000 will be needed to re- 
tire $36,729,500 of debt at a small pre- 
mium, preferred stock at a cost of $11,- 
400,000, and provide $2,300,000 for new 
construction. Apparently no definite of- 
fering plans have yet been made, and the 
SEC may first wish to check over the de- 
tails. The company’s proposed common 
stock offering might prove difficult under 
present conditions. 


¥ 


American Telephone and 
Telegraph Dividend Cut? 


ft 


1683 to the recent low of 1154 (it has 
since recovered to 126), along with the 
dividend cut of the New York Telephone 


HE decline in American Telephone 
and Telegraph from its 1941 high of 
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Company, has raised questions regard- 
ing the safety of the $9 dividend rate of 
the parent company. 

A leading financial service early in De- 
cember issued an unfavorable review of 
the outlook for the company, pointing out 
that the 1941 tax increase would prob- 
ably cost stockholders about $3 a share, 
with a further increase in prospect for 
next year ; that the Long Lines employees 
recently won a $3,000,000 wage increase 
after voting to strike and that other de- 
mands for wage increases would doubt- 
less follow ; and that it would be difficult 
to obtain a general rate increase. While 
admitting that the $9 rate had been paid 
during 1932-35 and again in 1938 when 
parent company earnings were consider- 
ably below the dividend requirements, it 
was held that a decline in surplus from 
$17.40 a share in 1932 to $9.60 a share 
in 1940 might deter directors from re- 
peating such a policy. The service also 
pointed out that if the recent issue of 
$233,584,000 debenture 3s were convert- 
ed into stock in the future, there would 
be a considerable dilution of earnings. 

Such views, which evidently were 
shared by many investors judging from 
the market action of the stock, seem a 
little on the pessimistic side. In 1941 the 
company was able to absorb a substantial 
increase in costs, and while system earn- 
ings for the calendar year may be slightly 
lower than 1940, they will still be $1 in 
excess of the dividend, it is estimated. A 
further increase in long-distance tolls in 
1942, resulting from a higher tempo of 
the defense effort, should help to offset 
further gains in costs. 

American Telephone and Telegraph 
Company has never decreased its divi- 
dend rate in forty-two years. It paid 
$7.50 during 1900-1905, $7.75 in 1906, 
$8 throughout the period 1906-1920, 
$8.50 in 1921, and $9 since that year. 
Although rumors were rife in 1932-5 re- 
garding a possible dividend cut (earnings 
were substantially below dividend re- 
quirements in these years), the company 
did not change its policy. 

Se elements of strength in the 
Telephone set-up are (1) the large 
66 
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cash position and (2) the heavy deprecia- 
tion reserve. Cash last year amounted to 
about $230,000,000 (system balance 
sheet), and net working capital was 
$139,000,000. This year, as a result of 
the huge financing program, cash on hand 
should be still larger, though of course 
much of this is earmarked for the ex- 
pansion program. 

Referring to the table on page 168, 
it will be noted that the depreciation re- 
serve has been steadily increasing, having 
now reached nearly 29 per cent of the 
property account. In 1940, 3.91 per cent 
of the average depreciable property ac- 
count was charged to expenses, indicat- 
ing an anticipated property life of about 
twenty-five years (buildings would of 
course have a longer life; switchboards 
and other equipment, shorter). The com- 
pany uses the straight-line depreciation 


basis (with some exceptions as pre- 
scribed by state laws) and attempts to 
estimate obsolescence, changes in popular 
demand, casualties due to storm and fire, 
etc. 

The fact that the reserve ratio to prop- 
erty account is still gaining (though 
more slowly than a few years ago) indi- 
cates that some further cut in the depre- 
ciation charge would be possible. More 
substantial savings, however, could be 
made in maintenance, which has been 
held around 19 per cent of gross for some 
years. Telephone has always followed a 
very high maintenance policy, and some 
temporary relaxing of standards during 
the war-time emergency (particularly 
with a huge expansion program in 
progress) would not seem unreasonable. 
A reduction of 2.33 per cent in the main- 
tenance ratio—from 18.8 per cent to 16.5 
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Ratios to Total 


Revenues 
Depr. Maint. 


13.9% 19.3% 

14.5 19.3 

15.0 19.7 
19.4 


15.4 
18.3 


16.2 
18.4 188 


per cent—would suffice to add $1 to share 
earnings. 

The Telephone management doubtless 
has great pride in its dividend record, 
particularly in view of the widespread 
ownership of the stock among small 
holders. It seems likely that an attempt 
may be made to retain the $9 rate for at 
least another year, unless expenses and 
taxes jump too sharply. Should direc- 
tors decide to make a readjustment, 
however, only a moderate reduction 
seems likely. Street rumors of a cut to 
$6 seem highly unlikely of fulfillment, 
certainly over the near-term future, in 
view of the company’s past record and 
strong financial position. The current 
price would seem to discount fairly well 
any moderate reduction in dividends dur- 
ing 1942. 


= 


Public Service of New Jersey 


I" the December 18, 1941, issue of the 
FORTNIGHTLY (page 826), referring 
to Public Service Electric & Gas Com- 
pany, the following statement was made: 
“Contrary to the experience of many 
companies, the depreciation reserve ratio 
has dropped 3.4 in the past three 
yeas, 2... 

We are advised by the company that 
the depreciation reserve of Public Serv- 
ice Electric & Gas was accrued to pro- 
vide for depreciation of the utility plant 
of lessor companies as well as the utility 
plant of the company itself. In the an- 
nual report of Public Service Corpora- 
tion of New Jersey for the year 1937, the 
balance sheet of Public Service Electric 
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Ratio of 
Reserve to 

Property 
28.8% 
28.4 
28.0 
ZS 
26.4 
24.9 


Earned per Share 
System 
Basis 


$11.26 
10.18 


Total 
33.2% 
33.8 
34.7 
34.8 


34.5 
37.2 


7 


& Gas Company did not include the as. 
sets or liabilities of the lessor companies, 
which have since been merged into Public 
Service Electric & Gas Company. 

On a strictly comparable basis the de- 
preciation reserve had actually increased 
.1 per cent on December 31, 1940, as 
compared with December 31, 1937. 


¥ 


National Power & Light 
Proposed Exchange Offer 


T= SEC recently approved the pro- 
posal of National Power & Light 
Company to liquidate up to about 90 per 
cent of its preferred stock by offering 
in exchange its holdings of Houston 
Lighting & Power common stock. Two 
shares of Houston would be offered in 
exchange for one share of National pre- 
ferred, to the extent of 90 per cent of 
holdings of National. 
However, the SEC emphasized that 
its approval of National’s exchange plan 
should not be construed as a recom 
mendation to the preferred stockholders 
that they accept the company’s offer. The 
commission held it important that pre: 
ferred holders make an_ independent 
choice, and to assure this it disapproved a 
portion of National’s plan, for the use 0! 
a sponsor and a nation-wide organization 
of dealers to persuade stockholders to 
make the exchange. The SEC left no 
doubt, however, that it felt the exchange” 
would be preferable, both from the! 
standpoint of National and its stockhold: 
ers, to an outright sale of Houston stoc 
to raise cash to pay off the preferred. 
National Power & Light preferred is 
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selling around 93. Since the entire com- 
mon stock of Houston is owned by Na- 
tional, there is no quoted market. It ap- 
pears likely that a “when-issued” market 
may develop when the registration state- 
ment is completed, following approval of 
the exchange by stockholders. 

Houston Lighting & Power for the 
twelve months ended October 31st re- 
ported earnings of $5.42 per share on 
the common stock compared with $5.19 
in the same period last year. For the 
month of October the company reported 
net income before preferred dividends 
of $215,966 compared with $247,629 last 
year. The company has had a good earn- 
ings record, and has paid dividends at the 
rate of $3.60 per annum for the last ten 
years. However, under present very ad- 
verse market conditions investors may 
not be anxious to “capitalize” the stock 
at about 84 times earnings. Had the 
SEC decision not been so long delayed, 
the plan might have had a better chance. 


¥ 


Dissolution of North American 


Light & Power 


: SEC’s recent “findings and 
opinion” in the case of North 


American Light & Power, is a rather de- 


piberate deciston—see “The Latest Utility 
(mRulings,” page 192 —that the com- 


pany should be dissolved. North Amer- 
ian Company, the parent holding com- 
pany, called a stockholders’ meeting of 


Bihe subsidiary for June 4, 1941. The 


SEC utilities division is reported to have 
been advised that the system manage- 
ment, at that time, intended to effect a 
dissolution by asking the chancery court 
of Delaware to appoint trustees to direct 


(athe liquidation. Later on, this did not 


meet with the approval of the SEC, 
which wanted to have the jurisdiction 
rather than the local court. Hence the 
SEC brought legal proceedings in an- 
other local court against the company, 


and the stockholders’ meeting was de- 


ferred from time to time. Later, with 
Yorth American Company negotiating 


@nformally with the SEC, court proceed- 


ings were held in abeyance. After some 
seven months’ time the SEC finally an- 
nounced its findings—that the subsidi- 
ary holding company must be dissolved. 

Another issue in the matter may be that 
the SEC wishes to apply the so-called 
Deep Rock principle. North American 
Company has not been accused of mis- 
managing North American Light & 
Power, but there is a possibility that it 
might realize a higher price for its hold- 
ings of North American Light & Power 
preferred than it paid for them during 
depression years sometime ago. The com- 
mission seems unconcerned that about 
$22,000,000 loss is taken on the common 
stock ; the sole question is whether North 
American Company should not give up 
these potential profits, and permit a 
larger proportion of the liquidating value 
to be distributed to the public holders of 
the preferred. But the SEC has not yet 
decided whether this must be done — it 
merely raises the question. Months may 
be required to reach a definite decision. 
In the meantime market values have 
shrunk, and remain subject to war-time 
vicissitudes. The whole question may 
prove academic in the end; the liquidat- 
ing value might prove smaller than cost. 

North American Light & Power had 
planned to sell one of its largest assets 
some months ago, a 35 per cent stock in- 
terest in Northern Natural Gas Com- 
pany. Syndicate arrangements were 
made to sell the block jointly with that 
owned by United Light and Power. Pre- 
sumably the SEC did not want the offer- 
ing to be made until it had checked the 
whole situation, so the United block was 
sold separately. Thus a favorable market 
opportunity was lost. 

¥ 
Correction 


N the January 15th issue of this depart- 
ment, it was inadvertently stated that 
the Consolidated Edison Company of 
New York was a subsidiary of the United 
Corporation and therefore under the 
theoretical control of the SEC. This is 
not a fact. Consolidated Edison is not a 
subsidiary of United Corporation, and is 
not so listed in SEC records. 
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INTERIM EARNINGS PER SHARE 


; ; End of oo Period ——. Period 
Electric and Gas Companies Periods 1941 Incr. 1941 1940 Incr, 


American Gas & Elec. Consol. ........ Nov. $2.84 i D3% ie re $ .74 D18% 
Amer. Power & Lt. (Pfd.) Consol. .... Nov. 5.44 71) Di 1.50 D32 
American Water Works Consol. ...... Sept. 1.16 : Mo 12 59 
Parent Co. ... ti 49 ‘ ee sf 
Boston Edison Sep 2.28 
Cities Service P. & L. (Pfd.) Consol. . Sone (a) 18.21 
Commonwealth Edison Consol. Sept. 2.14 
Com. & Southern (Pfd.) Consol. ..... Nov. 8.05 
Consolidated Edison, N. Y. Consol. Sept. 2.08 
Parent Co. . Sept. 201 
Cons. Gas of Baltimore Consol. ....... Sept. 4.34 
Detroit Edison Consol. .......0+.s000% Nov. 
Elec. Bond & Share (Pfd.) Parent Co. Sept. 
Elec. Power & Lt. (1st Pfd.) Consol. .. Nov. 
Parent Co. Sept. 
Engineers Public Service Consol. ..... Nov. 
Federal Light & Traction Consol. Sept. 
Long Island Lighting (Pfd.) Consol. . 
Parent Co. 
Middle West Corp. Consol. .......... 
Parent Co. 
National Power & Light Consol. ...... N 
Parent Co. . 
Nor. States Pwr. (Del. oe (Cl. A) 
Pacific Gas & Electric Consol. 
Public Service Corp. of N. J. Consol. . 
Southern California Edison 
Stand. Gas & Elec. (Pr. Pfd.) Consol. $ 
Parent Co. 
United Gas Improvement Consol. ..... 
Parent Co. .. 
United Lt. & Power (Pfd.) Consol. ... 
Parent Co. 


Gas Companies 


American Light & Traction Consol. ... § 
Brooklyn Union Gas 
Columbia Gas & Electric Consol. : 
El Paso Natural Gas Consol. Nov. 
Lone Star Gas Consol. Sept. 
Oklahoma Natural Gas .. Nov. 
Pace Lighting Consol, ........0060. Sept. 
Peoples Gas Light & Coke Consol. .... Sept. 
United Gas Corp. (1st Pfd.) Consol. . Nov. 
Parent Co. Sept. 


Telephone and Telegraph Companies 


American Tel. & Tel. Consol. Aug. 10.78 

Parent Co. Sept. . 49 
General Telephone Consol. ........... Sept. 2.74 
Western Union Tel. Oct. (b) 5.58 


Systems outside United States 


Amer. & For. Pwr. (1st Pfd.) Consol.. Sept. 6.59 
Parent Co. Sept. } 


D—Deficit or decrease. 


(a) Nine months’ period. 
(b) Ten months’ period. 
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What Others Think 


War Experience of British Utilities 


or nearly a year and a half Davis M. 
DeBard, vice president of Stone & 
febster Service Corporation, has been 
rforming an invaluable service for the 
ility industries of the United States by 
veloping an intensive correspondence 
ith the operators of. public utility 
operties in Great Britain in an effort to 
in information as to their experience 
ring the war emergency. 
An earlier reply to Mr. DeBard by a 
ritish utility executive has already been 
viewed in this department (Fort- 
ncHTLY, November 6, 1941, issue), and 
Many operators of public utility proper- 
ss, both publicly and privately owned, 
bve been enabled to profit from the les- 


More recently Mr. DeBard has re- 
ived additional information along this 
e from utility executives in England. 
irst of all, there was the reply received 
om Harry Towers, general manager of 
¢ Edmundsons Electricity Corporation, 
d. Mr. Towers was the author of the 
iginal correspondence made available 
; Mr. DeBard and published in these 
pees. In a subsequent letter, dated Octo- 
tr 21st, but received shortly before the 
ew Year, Mr. Towers answers ques- 
bns regarding the protection of utilities 
banst bombing, transportation prob- 
ms, air-raid shelters, and the types of 
erman bombs dropped in England. 


R. Towers’ letter starts out with an 
"A observation which might be ap- 
ied with equal force to a very contro- 
rsial situation which exists right here 
the United States today. He refers to 
ticism concerning maximum industrial 
oduction and warns that one should 
‘e with a grain of salt “many wild 
atements which have been made that, 
her due to bad management or poor 
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labor effort, production is not at the level 
that it could be.” Some irresponsible criti- 
cism along this line can be traced to po- 
litical inspiration and other motives 
which cannot be reconciled with a true 
understanding of all pertinent facts. 

Mass production in England, as in the 
United States, is interrupted or slowed 
down by changes in design or the lack of 
a constant flow of raw materials. In the 
case of England the latter difficulty is 
often the result of the sinking of ship- 
ments. More serious, in the opinion of 
Mr. Towers, is the tendency of the gov- 
ernment to call up for the armed forces a 
very high proportion of the ever-shrink- 
ing number of skilled men from industry. 
This can slow down production quite 
readily. Uninformed opinion to the con- 
trary, women and unskilled men simply 
cannot be trained in a matter of weeks to 
take the place of skilled personnel which 
has been trained over a matter of years. 
Mr. Towers states: 


Recently considerable criticism by em- 
ployers and labor people has taken place 
pointing out that the drain on skilled men 
in industry has reached serious proportions 
and that if more skilled men are taken the 
flow of armaments will be greatly impeded. 
Although these criticisms are being voiced, 
there is no sign at the moment that the serv- 
ices demands are likely to be abated. On the 
contrary—there is every indication that as 
many more men as possible will be combed 
out of vital trades. Putting it bluntly, it seems 
to be that, with the man power at the dis- 
posal of this country, it is impossible to in- 
sure the production of armaments at the 
necessary level to cope with intensified mech- 
anized war and at the same time have a big 
army, air force, and navy. Just where the 
balance lies it is difficult to say, but on the 
whole it would appear better to assure all 
the skilled men that are possible to industry 
and so a maximum production, even if there- 
by we are forced to make do with smaller 
armed forces, for often when such men get 
into the forces, their skill is wholly or partly 
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lost to the country as they are put on to 
training and other jobs. 


The British public evidently took it for 
granted that eventually there would be 
rationing of coal, electricity, gas, and fuel 
of all kinds. But so far the policy of the 
government seems to be to stall off the 
actual rationing and see what organized 
propaganda for voluntary economy in 
consumption can do to relieve the situ- 
ation. The obvious administrative diffi- 
culty of rationing gas and electricity is 
the fact that such service is not paid for 
when it is used. Hence restrictive cou- 
pons similar to those used for food and 
clothing cannot be applied. In other 
words, rationing of utility service can 
only be applied as a corrective of past 
consumption ; and such ex post facto ra- 
tioning, so to speak, would entail the use 
of man power and expensive administra- 
tive effort. 


ITH respect to protection of elec- 

tric and gas plants against enemy 
action, Mr. Towers classifies the steps 
taken by utilities in the three following 
groups: 

(a) Protection against high - explosive 
bombs. 

(b) Protection against fire (in particular 
against oil and electrical fires) caused by 
fire bombs. 

(c) Precautions to minimize as far as pos- 
sible the effect of damage caused by any of 
the above upon the operation of the supply 
system. 

The practical steps taken to provide 
against high-explosive bombs consist of 
blast walls erected between adjacent plant 
units to localize the effect of bomb ex- 
plosions as far as possible, and the build- 
ing of reinforced concrete covers over 
particularly vulnerable units, as for ex- 
ample, turbo alternator sets. 

For some years before the war, owners 
of generating plant have realized the 
necessity of providing adequate protec- 
tion against fire risks, bearing in mind 
the vulnerability of their plant and the 
fact that equipment of considerable capi- 
tal cost is concentrated in comparatively 
small areas. This quesion of vulner- 
ability to fire risk has had considerable 
bearing upon the design and the layout 
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of both gas and electric generating plant 
over the past few years. Plant containing 
considerable quantities of oil (e. g., trans. 
formers) is now placed externally to the 
main buildings and each unit is placed in 
a separate cubicle in order to reduce the 
possibility of spreading any fire which 
might arise. In many instances the use of 
oil has been obviated entirely and this js 
an important advantage of the “air blast” 
type switchgear. Mr. Towers continued: 


The added danger of fire caused by fir 
bombs has given impetus to this developmen 
of fire protection. Many ingenious automatic 
devices have been evolved for dealing with 
any outbreak of fire before it has a chance 
to take a hold. One of these consists of the 
installation of light-sensitive cells in variou; 
parts of the site which sound an alarm ani 
automatically put a water sprinkler system 
into action as soon as any cell is subjected 
to light. At the same time an indication js 
given in various parts of the building of the 
precise location of the outbreak. This sys. 
tem, while being extremely sensitive, suffers 
from the obvious disadvantage that it can 
only be operative in darkness. A somewhat 
similar scheme has been devised in which 
heat-sensitive relays are substituted for the 
photo-electric cells. The disadvantage in this 
case is that unless the relays are extremely 
numerous the fire may take considerable hold 
before sufficient heat is generated to sound 
the alarm. Other devices are operated by 
smoke. 


geet of gas plants is a similar 
problem except that there is not s0 
much risk of electric fire due to high volt- 
age energy. On the other hand, gas utili- 
ties have the additional risk of protecting 
gas holders. Fortunately, the majority of 
gas holders and reservoirs operate witha 
water seal between the holder and the 
connecting feed main. Hence, if the hold- 
er is pierced by a bomb and its contents 
ignited, the gas may continue to bum 
from the jet caused by the bomb hole, but 
there is no risk of a blow back past the 
water seal. 

Cases are on record where such jet 
flames from bomb holes have been ex- 
tinguished by men in asbestos suits push- 
ing steel plates over the hole, which 1s 
then sealed with plastic clay—an effective 
temporary repair. 

The possibility of a plant being thrown 
out of operation by damage to contrdl 
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gear (as distinguished from the extent of 
amage to the plant itself) has not been 
overlooked. Duplicate control gear has 
been installed at points remote from the 
site of the original gear and coupled by 
means of pilot cables. With respect to 
transmission and distribution lines in vul- 
nerable areas, “ring” mains and duplicate 
“ing” mains have been constructed 
where the importance of the supply justi- 
fies, so as to localize the system damage. 

Regarding the effect of the war on the 
financial operation of British utilities, 
Mr. Towers’ letter stated: 


In a previous letter dated, June 14th we en- 
closed a map of England showing the move- 
ment of population as a result of the war. 
By studying this map it can be deduced that 
the revenue of public utilities must be ma- 
terially affected. The tendency has been for 
the population to move from “vulnerable 
areas” to so-called “safe areas,” with the re- 
sult that the revenue of electricity undertak- 
ings in places such as London has suffered 
materially, and where this has happened 
tariffs have been increased to offset the loss. 
Conversely, in the so-called “reception 
areas,” electricity revenues have increased, 
not only due to the sale of current for do- 
mestic use, but for industrial purposes. In 
such cases the utilities have been able to 
maintain pre-war tariffs as the increase in 
revenue has helped to offset the very large 
increase in costs due to the cost of coal and 
labor, etc. This movement of population and 
industry has, of course, presented many prob- 
lems to utilities in the “reception areas” as 
they have had to cater for considerably in- 
creased loads at a time when it is very diffi- 
cult to secure additional plant and labor for 
installing it. 


ITH respect to service interruption, 
Y Mr. Towers praises the British 
grid system as having “certainly justified 


with no small degree of success under the 
difficult conditions which have prevailed 
since the outbreak of war. Faced with short- 
age of labor, blackout conditions, and a con- 
siderably increased traffic, not to speak of 
actual air raids, the railway companies and 
their staffs have met these obstacles with 
courage and determination, 

So far as labor is concerned, the railways 
have only been granted limited protection 
and although women have been recruited in 
large numbers to act as clerks, porters, clean- 
ers, lorry attendants, etc., there is still a de- 
cided shortage of personnel in many depart- 
ments. Overtime has been necessary by op- 
erating staffs but engine crews, guards, 
brakesmen, shunters, and other grades have 
all worked with a will and it is gratifying to 
know that the accident ratio has not seri- 
ously increased. 

The blackout seriously affects the work- 
ing, especially in marshaling yards, and air- 
raid warnings add to the difficulties. During 
air-raid warnings the speed of passenger and 
goods trains is reduced to 25 and 15 miles 
per hour, respectively, and, of course, during 
actual raids all traffic ceases within the area 
concerned. 

Considerable reductions have taken place 
in trunk line passenger train services in or- 
der to provide more margin for important 
troop and munition movement. This has, of 
necessity, resulted in packed trains and less 
comfortable traveling, but rail travel by pas- 
sengers is discouraged by the government. In 
order to assist the railway authorities and 
to facilitate transport, especially for muni- 
tion workers, in future local travel will be 
restricted, to one class instead of first and 
third class as formerly. 

Rail rates and fares have been raised in 
stages since September, 1939, and now stand 
at 16% per cent above pre-war figures. Sala- 
ries and wages have increased by 10 per cent 
within the same period whilst the cost of 
living has risen by 30 per cent. 

The government exercise control of rail- 
ways through the Minister of War Trans- 
port who in turn is advised by the Railway 


he hold- 2. ”: oe pee Executive Committee. This committee is 

piesa its existence.” Overhead grid lines have composed of the general managers of the 

ia suffered little damage on the whole and hn alg groups A sgecsomy rie Poig - 

service j ; ‘mi independent chairman. In view of this an 

hole, but ce interruptions have been limited to on account of the large volume of national 
’ 


brief periods. Apparently no important 
section of the community (London) has 
been without electric service for more 
than a 24-hour period. Likewise, com- 
munication services on the whole have 
not been interfered with to any great ex- 
tent. 


traffic, the government guarantee certain bulk 
payment to the companies (the railways hav- 
ing to meet their own air-raid damage costs) 
sufficient to cover disbursement of an aver- 
age dividend on certain railway stocks. 


= restrictions have cut down 
the operation of private automo- 
biles by the average citizen. In October 
the basic rationing of gasoline for 12- 
fidence that British railways have operated horsepower cars was reduced from 6 to 
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_On the subject of British transporta- 
tion under fire, Mr. Towers stated: 


It can be said with some measure of con- 
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3 gallons a month (enough to cover an 
average distance of 75 miles). When one 
considers that the British horsepower 
tax on a 12-horsepower car (which is 
very small compared with our ordinary 
American cars) is $75 a year and insur- 
ance $50 a year for the same car, it can 
be realized that such limited operation 
makes automobile riding a pretty expen- 
sive proposition for the private citizen. 
Furthermore, additional restrictions are 
in the offing. 

Just as has already happened in our 
own United States, no new motor cars 
are available to the public in Great Brit- 
ain and the cost of the second-hand cars, 
often in limited quantities, is extremely 
high. Public utility companies, as well 
as other essential operations, are entitled 
to priorities for new motor vehicles un- 
der exceptional circumstances and when 
new cars can be obtained ; but such pri- 
orities are “few and far between.” Auto- 
mobile maintenance in Britain also pre- 
sents a serious difficulty, spare parts, 
tires, and batteries being almost non- 
existent for civilian supply. 

The army commandeered a very large 
number of commercial trucks and busses 
in Great Britain early in the war and 
since very few new busses of this type 
have been made available for commercial 
operation, there is a definite shortage of 
road transport, which was aggravated by 
trouble on the railroads because of air 
raids. However, the British truckers have 
come through very nobly, moving such 
large units as airplanes and boats over 
the roads and operating under very se- 
vere driving conditions due to blackout 
restrictions. 


HE writer gives some interesting de- 

tails on the restrictions imposed on 
night lighting of motor vehicles. Side 
lamps must be visible at a distance of 30 
yards but not 300 yards; and the light 
aperture must not be more than one inch 
in diameter. As for headlights, two head- 
lights are now allowed, throwing a white 
light in front of the vehicle, provided 
they are fitted with certain regulation 
masks. The authorized headlight exceeds 
7 watts in power, but cannot exceed 36 
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watts. The light must not reach th 
ground at any point nearer than 10 fe 
from the lamp and must not be projectey 
above the horizontal when the vehicle 
level. 

The light must be diffused by a mag} 
or screen and the intensity on a veri 
cal surface must not exceed 2} fo 
candles at any point 10 feet away frog 
the headlight. Rear lights not exceeding 
watts in power are also authorized. 

Regarding bus service, Mr. Towe 
stated : 

Bus services have been seriously deplete 
and trunk services, 7.¢., long-distance busse 
have been very drastically curtailed, (; 
services have also been reduced and shopper 
and others have been enjoined to make 1 
of the busses at nonpeak hours so as to leay 
the vehicles available for workers going t 
and coming from factories, offices, etc. Re 


has been a tendency to cut the services i 
order to save fuel. 


hours in factories, with a view to easing th 
position. A large number of busses are 
ing returned from the army and every sti 
is to be taken to discourage shoppers fro1 
traveling during rush hours. It has also bee 
suggested that in the more congested tow 
cinemas should not open during the trafi 
rush period. 

In many cities women have taken the pla 
of men as bus and tram conductors andi 
some places women are now taking over ti 
driving of busses. 


| pray the Towers letter discuss 
the types of bombs dropped frat 
enemy aircraft. These are divided int 
two general groups: (1) high explosive 
(2) incendiary and oil bombs. T 
weight of the first class ranges from 2 
pounds to the 3,000-pound aerial torpedi 
Fuse settings vary so that the bomb ma 
explode immediately on contact or aff 
considerable penetration. Contact bomijy 
have more of a blast effect, but the 44 
structive power of the penetrating bom 
is greater. In other words, the blast bom 
injures more people on a given surfat 
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“DON’T YOU THINK OLD MACDONALD IS TAKING THIS POWER 
CONSERVATION MOVEMENT TOO SERIOUSLY?” 


but a penetrating bomb would accomplish 
ore destruction of property. 

There is, of course, a special type of 
hmor-piercing bomb with delayed fuse 
ction for destroying battleships. The so- 
alled “delayed action” bomb is a time 
bomb which is principally a nuisance be- 
ause it makes a certain area dangerous 
ntil the bomb has exploded or been re- 
ioved. In the early days of the London 
ir raids, whistling bombs were used 
hich were merely intended to create 
panic. 

Some incendiary bombs have small ex- 


Blosive charges which go off a minute 


fter the bomb has ignited, the purpose 


Being to discourage efforts to smother it. 


ertain others of these incendiary bombs 
ontain calcium carbide which throws out 
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acetylene gas when water is applied to 
put them out. Incendiary bombs weigh 
only a few pounds and one plane can 
carry a load of some thousands. They did 
great damage in London before the Fire 
Watching Scheme was put into effect. 
The oil bomb is a sort of super incendiary 
which throws flaming oil over a consider- 
able area upon explosive contact, making 
a difficult fire to extinguish. 


N another letter addressed to Mr. De- 
Bard, Mrs. Eileen Murphy, home 
service director of the British Commer- 
cial Gas Association of London, discusses 
British taxes, methods used to control 
inflation, coal conservation, and economy 
measures. In their characteristic fashion, 
Mrs. Murphy says, the British grouse 
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and grumble about taxes but beneath it 
all the populace well realizes the need 
for sacrifice and the tragic alternative to 
a failure to win the war. Speaking of her 
own income tax, Mrs. Murphy said: 

I have just received my tax assessment for 
1941 to 1942 and the total sum I shall pay 
is one-third of my income. For every $5 I 
receive from money invested (for instance 
in government stock) I pay back $2.50, which 
is exactly half. 

In the last budget the standard rate of in- 
come tax was raised to the all-time highest 
level of 50 per cent with reductions in the 
amount of existing allowances. This is one 
of the steps taken by the government to safe- 
guard against the risks of inflation, another 
being the introduction of the coupon system 
which strictly limits the amount of clothing 
which may be purchased. The cost of food 
is being heavily subsidized by the govern- 
ment to prevent prices rocketing, retail prices 
being fixed to keep essentials within the reach 
of all, even although adequate supplies are 
assured by the rationing system. 

Everything possible is being done to dis- 
courage the buying of nonessentials and fac- 
tories are being closed down arbitrarily, leav- 
ing those which are allowed to carry on— 
by group arrangement—to meet the re- 
stricted demand. Guaranties for the future 
are given to the closed down factories whose 
customers are taken over by the remainder. 


One of the latest taxes is a Purchase 
Tax which empowers the government to 
collect 334 per cent on the cost of every 
manufactured article, the amount being 
recovered from the purchasing public 
through the retailers. In addition to this 
direct taxation, British cost of living is 
up 30 per cent and workers’ wages have 
increased by about the same amount. 


ORROBORATING a statement above by 
Mr. Towers, Mrs. Murphy writes 
that, although the British Mines Depart- 
ment has announced the need for drastic 
economy in the consumption of coal, 
there is at present no intention on the 
part of the government to ration gas, 
electricity, coal, coke, fuel oil, and paraf- 
fin. As an immediate measure, however, 
the government has resorted to all forms 
of propaganda to secure voluntary econo- 
my in this direction. Mrs. Murphy con- 
cluded : 


“Save Gas for the War Factories” is the 
general slogan used by the gas industry in 
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its support of the government’s fuel economy 
campaign. It is being brought to the notice 
of the public in a series of leaflets, posters 
window displays, and other advertising ma. 
terial prepared, by the BCGA and made ayaji. 
able to gas undertakings all over the coup. 
try. The industry not only sets out to tell the 
public to use less gas but to instruct them 
how best they can accomplish the desired 
economies with a minimum of inconvenience 
for practical hints are included in the mat. 
ter circulated. 

In a number of instances gas and ele. 
tricity undertakings are codperating locally 
by issuing joint economy advertisements anj 
by arranging the distribution of the gover. 
ment economy leaflets in a way that will pre. 
vent overlapping. 


F eee letter received by Mr. DeBard 
was from J. N. Waite, manager of 
the southeastern division of the Central 
Electricity Board, which operates the 
British grid. Mr. Waite’s letter covers 
grid operation, power plant protection, 
and repairs after bombing. Mr. Waite 
believes that the success of the British 
electric utilities and supply operators in 
keeping service going through the severe 
strain of the aerial siege was due largely 
to the peculiar training which has neces- 
sarily been developed in the handling of 
electric supply for coping with suddu 
emergencies. He stated: 


_ It is interesting to reflect that some of the 
inherent disadvantages of electricity supp! 


fully aware, there are many potential danger 
to electricity supply which can and do oper 
ate suddenly and supply is then lost. Thes¢ 
have been with us since our industry bega 
and while careful design and skilful opera 
tion have reduced interruptions of supply ta 
an almost negligible quantity, nevertheles 
the fact that they cannot be completely elimi 
nated has resulted in the building up of first 
class organizations to deal promptly and 
effectively with trouble when it does arise 
There has also grown up a tradition in the 
electricity supply world that supply must b¢ 
maintained at any cost, and, if interrupte 
it must be resumed at the very earliest pos 
sible moment. 

This tradition, and the existence of well 
trained, skilful staffs, have been of tremen 
dous value in dealing expeditiously with the 
special troubles brought about by enemy 2 
tion, for the framework of the organizatio 
being in existence, it merely required expat 
sion and adaption to deal with the ne 
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troubles. The tradition that supply was all 
important caused engineers and men to travel 
to the scene of trouble immediately through 
the blackout and intensive bombing going on 
all round them. This was a nerve-shattering 
experience to start with, but as time went 
on, strange to say the bombing had less and 
less effect on all concerned, and the deter- 
mination to get the job done, and not let our 
war effort be impaired has enabled this old 
country to win the first round in our bat- 
tle with inhuman monsters who deliberately 
set out to kill, maim, and destroy civilian 
populations in pursuit of a carefully thought- 
out policy of winning by destruction of 
morale. So far from destroying morale, it 
has strengthened it, so that most of the 
bombing and wanton destruction has been a 
sheer waste of effort, in that it has not 
achieved its main object. 


HEN World War II began to loom 
W2 a possibility, the British elec- 
trical industry, as a whole, began to make 
preparations for it. The British grid sys- 
tem was itself admirably adapted to this 
purpose. A scheme was evolved known 
as the National Pool of Emergency 
Spares. Money was contributed on a 
fifty-fifty basis by the industry and the 
government and the program is adminis- 
tered by the Central Electricity Board, 
under a joint committee of the industry 
which decides matters of policy. Under 
this scheme necessary spares have been 
accumulated consisting of especially de- 
signed transformers, switching gear, and 
0 forth, together with stocks of cable 
insulators and subsidiary material neces- 
sary to reinstate supply. These spares 
have been cached in special stores in suit- 
able locations throughout the country. 

Transport and service personnel were 
also pooled so that when a call arises, men 
and materials are immediately available. 
The plan has functioned very well and 
prevents long interruption of supply to 
centers of population. The central pool is 
available to any utility. However, to deal 
with damage to distribution systems, 
mutual assistance groups of neighboring 
utilities have been formed. Mr. Waite 
continued : 


We have now evolved a reasonably logical 
and codrdinated system for the allocation of 
priorities. These are allocated by a Central 
Priority Department after the applications 
have been considered by the appropriate 


government department who make their rec- 
ommendations. In the earlier stages there 
was a good deal of confusion due to com- 
petition between equally vital needs, and 
there was no supreme authority to determine 
the relative order of procedure of the com- 
peting needs. It still leaves something to be 
desired. H. M. Electricity Commissioners 
are the appropriate authority for priorities 
for all matters in connection with electricity 
supply. The highest priority is immediately 
available for all material required to main- 
tain supply and also for extensions required 
to give new supplies to war factories, or to 
make good damage from enemy action. Ex- 
tensions for power stations are directed by 
the Central Board and the highest priority 
is available for these, where they can be com- 
pleted in time to be of service to the war 
effort. No priority is available at present for 
extensions for post-war development, as the 
country’s manufacturing resources must be 
devoted to winning the war, until such time 
as we can see unmistakable signs of victory 
ahead. 


_ letter revealed that operation 
under an emergency of besiegement 
such as England has experienced lowers 
the relative efficiency because of the de- 
mand for extra precautionary measures. 
Mr. Waite stated : 


We have a number of interesting new 
plants nearing completion which are expected 
to yield a higher thermal efficiency than any 
plant now operating in this country. These 
were of course put in hand before the war 
started. The average thermal efficiency of 
all stations was slightly lower last year than 
the previous year. This is the first time this 
has happened, since the board took over the 
control of power stations. The reason is quite 
simple. Economy in operation was subor- 
dinated to security of supply, and we kept 
second- and third-line stations under steam 
to deal with emergencies. The emergencies 
arose all right, but our precautions enabled 
dislocation to be reduced to negligible pro- 
portions. 

It is interesting to record that recently the 
Cabinet Minister responsible for electricity 
supply made a public statement to the effect 
that “If the national grid had not been in 
existence, the government would have had 
to create something similar to deal with war- 
time conditions.” Whatever may be our po- 
litical leanings, there can be no doubt that 
wise national planning can produce better 
national results in times of emergency than 
uncoordinated private enterprise, and the 
British national grid is good proof of this. 
Incidentally, in no case have we failed to re- 
pair damage to our 132,000 v. overhead lines 
before the next darkness fell, when any sup- 
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ply had been interrupted by the damage, and 
sometimes they have been repaired despite 
daylight bombing attacks, machine gunning, 
and, the presence of delayed action unex- 
ploded bombs. 


Mr. Waite paid high compliment to the 
tough fiber of the British utility em- 
ployee, citing an example of a Cockney 
fireman of a certain London power sta- 
tion who willingly went on with his duties 
throughout a period of terrific bombard- 
ment, notwithstanding the fact that the 


station was a prime target for ene 
planes. He concluded: 
_ I wish I could tell you of the quiet dey; 
tion to duty of electricity supply staffs whid 
has kept the supply going under conditig 





Analysis of Holding Company 
Integration Program 


N the November, 1941, issue of The 

Journal of Land & Public Utility 
Economics, Robert Blum, assistant rate 
analyst of the Wisconsin Public Service 
Commission, analyzes the regulatory 
policies with respect to integration of 
holding company systems revealed by 
SEC decisions. The task of the SEC, ac- 
cording to this author, was made more 
difficult by differences of opinion regard- 
ing the meaning of major provisions of 
the act, and by the controversial nature 
of factors to be considered in applying 
broad standards. 

In statements of “Tentative Conclu- 
sions” and in findings, opinions, and or- 
ders issued between January and Au- 
gust, 1941, the commission has inter- 
preted and applied the provisions of § 11 
(b) (1) to those systems. Although the 
commission has not yet taken final action 
in these proceedings, its action up to Au- 
gust, 1941, has resulted in major prog- 
ress toward accomplishment of the com- 
mission’s integration program, and points 
toward the severance of major portions 
of existing systems from their present 
holding company control. 

Mr. Blum’s article goes on to review 
briefly the commission’s interpretation 
and application of § 11(b) (1) as princi- 
pally stated in the United Gas Improve- 
ment Case. Most readers of these pages 
are familiar with the purport of the com- 
mission’s action in that case. Mr. Blum 
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summarizes the commission’s present af 
titude along this line as follows: 


The commission’s action under § 11(} 
(1) in cases to date indicates that hol 
ing companies are likely to be confined p 
marily to the operation of a single intercon 
nected and codrdinated public utility syste 
(1) entirely located in one geographic are 
(2) within the effective range of manag 
ment from offices located in that area, ay 
(3) limited to not more than the major paj 
of a single state if the utility has a domina 
economic position in that state. As a resul 
some holding companies may continue 
operate major properties concentrated with 
in one area; some holding companies m 
divide up their systems into two or mo 
separate parts, each confined to a single ge 
graphic area; and some holding compani 
may be liquidated. All properties which a 
not within the single area in which the hol 
ing company may continue to operate mu 
be divested. Many operating companies wi 
therefore be freed from present holdi 
company control. Clearly the commissi 
has made substantial progress toward ful 
fillment of its statutory duty. 

Divestment of holding company contr 
will, however, present numerous problem 
By now the commission has indicated th 
it will require divestment of the entire m 
terest owned by the holding company (evd 
interests representing less than 10 per cel 
of voting control) if that is necessary 
achieve actual elimination of control. T 
commission has, however, left to the hol 
ing companies the initial problems of findin 
a purchaser, and proposing the methods a0 
terms of transactions for divestment. Ift 
holding companies are unable to arrange 10 
disposal of properties at prices they ded 
reasonable, they may be expected to ras 
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issues of “forced sales” and confiscation and 
to challenge possible commission action re- 
quiring disposition at an “unremunerative” 
price. Even if the holding companies are 
able to reach arrangements satisfactory to 
them, the commission may be expected to 
require that the terms of specific transac- 
tions be fair to various classes of investors. 
It is not yet possible to determine whether 
the SEC will require further that divestment 
action be conducive to the sound future de- 
velopment of the operating utilities. There 
have been numerous indications, however, 
that the SEC conceives of its duty under the 
act primarily in terms of requiring divest- 
ment, and as limited by the exemption which 
may follow divestment. Nevertheless, it is 
hoped that the provision of § 11(b) (1) for 
“such action as the commission shall find 
necessary” will be given as broad a content 
for constructive achievement as may be pos- 
sible within the limits of the statute. 


M: Blum says that since only a few 
LY Leffects of the commission’s integra- 
tion program are indicated at this time, 
it is not quite possible to determine what 
result the removal of control will have 
on operations, intercompany transac- 
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tions, or management policies of operat- 
ing companies. He believes, however, 
that certain holding companies will be 
able to eliminate portions of their deben- 
tures, preferred stock, and other debt as 
a result of the exchange or sale of their 
present holdings, and that ultimately 
those companies may be able to confine 
their capital structure to common stock. 

Offsetting this desirable action is the 
fact that in many cases the operations of 
certain holding companies and subsidi- 
aries will be exempt from regulation by 
the SEC. Accordingly, in the future 
those companies will not be required to 
meet the regulatory provisions of the act 
and the commission standards which 
have tended to eliminate abuses and as- 
sure sound financing. Thus, although 
one of the main arguments for the act 
was the inability of state commissions to 
cope with certain financial problems of 
holding companies and their subsidiaries, 
certain matters regulated by the SEC 
will once again be subject only to state 
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commission control. It is especially neces- 
sary therefore that there be a major im- 
provement in the caliber of state regula- 
tion. 

The author emphasized that the com- 
mission’s integration program has been 
devoted almost entirely to the removal of 
present holding company control. Little 
attention has been given to constructive 
operation and organization of the indus- 
try for the future. Mr. Blum stated on 
this point : 

Removal of control may be desirable in it- 
self in so far as holding companies have 
failed to perform any constructive function 
which could not be performed in some better 
way, and may also be desirable to eliminate 
holding company barriers to a more con- 
structive organization of the industry. But 
merely removing holding company control 
and supervising the divestment transactions 
will not in itself achieve interconnection, co- 
Ordination, efficient operation, desirable man- 
agement, or effective regulation. 

_ It is particularly necessary to note that the 
size of the unit permitted by the SEC was 
determined in large part under geographic 
and management limitations. Those units 
and scattered properties in many cases may 
be smaller than the area of greatest technical 
economy. 

If those units remain as separate entities 
several barriers will tend to prevent the at- 
tainment of maximum technical economies. 
One such barrier is the fact that interchange 
contracts between independent units do not 
ordinarily provide common control which is 
sufficiently flexible to make the constant ad- 
justments necessary to meet fluctuating 
power requirements. Furthermore, the nat- 
ural pride of competent management in the 
operation of its own unit may tend to re- 
duce the possibilities for whole-hearted co- 
Operation between independent units, partic- 
ularly when one unit might have to make a 
small sacrifice to permit greater benefits to 
the combined group of units. 


R. Blum’s conclusions indicate a be- 

lief that the commission’s attitude 

might be too restrictive, or at least not 
broad enough in viewing the problems of 
the regulated industries under present- 


day circumstances. If actual integration 
and maximum economies are to fe 
achieved, continues this writer, the f9. 
cilities of a larger region should be inter. 
connected and coordinated to meet power 
requirements by a balanced utilization of 
the lowest cost plants, by interchange of 
power at cost, and by sound common 
planning for future plant and transmis. 
sion line construction. 

Accordingly, it may be highly desir. 
able under certain circumstances to pro- 
vide for a regrouping of some properties 
under common ownership or common 
control. At present it appears that the 
SEC has left to the utilities the problem 
of planning and negotiating desirable 
combinations of properties. Although the 
SEC does not have adequate statutory 
authority to initiate action for codrdi- 
nation, or regrouping of properties, it is 
hoped that the commission will give con- 
sideration to these factors in its further 
action under § 11(b)(1) and in passing 
upon utility applications under § 10 for 
approval of acquisitions. Further action 
must be sought elsewhere, however, if 
the objectives of constructive physical 
integration are to be attained. 

Finally, there is a broader phase of 
“economic integration” which has not 
been adequately appreciated until drama- 
tized by the crucial importance of power 
supply to problems of national defense. 
Today for defense, and in the future for 
more satisfactory operation of the eco- 
nomic order, the broad problem will be: 
How may the public utility industry be 
organized (consistently with democratic 
government) to achieve optimum codrdi- 
nation with the industrial and economic 
needs of the nation? 


SEC Inrecration or Hotptnc Company SYs- 
teMsS. By Robert Blum. The Journal of 
Land & Public Utility Economics. Novem- 
ber, 1941 





(44 HE emergency should not be used as an excuse for fastening 

upon the public, whose attention is now focused upon the inter- 
national scene, unsound policies and practices in transportation, no matter 
in what guise they may be presented, which results in undue restraint and 
monopolies.” 
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—THURMAN ARNOLD, 
Assistant Attorney -General. 
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The March of 
Events 


Gas Pipe-line Control 
Recommended 


HE Senate Interstate Commerce Commit- 
[ on January 6th recommended enact- 
ment of House-approved legislation to broaden 
regulatory powers of the Federal Power Com- 
mission over natural gas pipe lines. 

Present law requires a natural gas company 
to obtain from the commission a certificate of 
public convenience and necessity only for con- 
struction or extension of facilities to supply a 
market in which natural gas is already being 
provided by another company. 

The proposed legislation would require a 
certificate in all cases as a condition to engag- 
ing in interstate transportation or sale of nat- 
ural gas or construction of new facilities. 


TVA Stresses Defense Aid 


ONTRIBUTIONS to the national defense in 

the last fiscal year were stressed in the 
annual report of the Tennessee Valley Author- 
ity, made public on December 31st. An increase 
of nearly 50 per cent in net income from power 
sales, even after spending $1,590,000 from its 
gross power revenues for navigation and flood 
control, both nonrevenue-producing activities, 
was also reported. The report said : 

“The expectation of Congress that the TVA 
would ‘stand ever prepared to help in making 
the United States as impregnable in war as it 
is rich and secure in peace’ largely governed 
the distribution of the authority’s efforts last 
year. Because it was created as a regional 
agency, vested with appropriate powers and a 
flexible corporate type of organization, TVA 
has from the beginning marshaled skills and 
technical information vital to the nation’s de- 
fense.” 

The report said that along this line the 
agency had made these major contributions to 
the defense effort: 

Large amounts of power were supplied to 
defense industries, particularly for the produc- 
tion of aluminum essential to plane construc- 
tion and other war-time uses. Seventy-five per 
cent of the aluminum required for war plane 
construction, it was estimated, is produced in 
the Tennessee valley area. It also supplied 
large blocks of power to new industries in the 
valley area and to existing plants operated on 
accelerated schedules. 
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Construction schedules were speeded up to 
increase the installed capacity of the TVA sys- 
tem from 1,064,000 kilowatts in June, 1941, to 
1,560,000 in December, 1941, and more than 
2,000,000 by 1944. (Congress has authorized 
new projects which will bring the total to 
more than 2,600,000 kilowatts.) 

As a result of the defense program speed- 
up, the report said, construction work is now 
in progress on eleven dams and a large steam- 
generating plant. At the end of the fiscal year 
June 30th the agency had six completed multi- 
purpose dams on the Tennessee and its tribu- 
taries. 

The authority reported that the return on 
the power investment for the fiscal year 
amounted to 4 per cent with depreciation pro- 
vided on a straight-line basis, which the au- 
thority currently uses, and 4.4 per cent if de- 
preciation is calculated upon a 3 per cent sink- 
ing-fund basis. 

Under the TVA residential rates, the report 
said, the average TVA consumer buys 49 per 
cent more power than the national average 
purchase and pays 19 per cent less than the 
annual national average bill for this surplus 
supply. 


Survey Northwest Power 
Facilities 
DMINISTRATOR Paul J. Raver recently or- 
dered further studies by Bonneville 
Power Administration engineers of all public 
and private power facilities in the Pacific 
Northwest to determine what steps should be 
taken by the Federal government to insure con- 
tinuous and adequate power supplies for de- 
fense industries. 

S. E. Schultz, Bonneville’s chief engineer, 
will direct the investigation with a view to 
making recommendations as soon as possible. 
Contacts would be made with all public and 
private utilities in the region. 

The administrator said that at the present 
time there were no power shortages in the 
region, due to the fact that adequate supplies 
of water are available to keep generating sta- 
tions operating at capacity. He added, how- 
ever, that the time might come in the near 
future when water supplies at some plants 
would become inadequate and Columbia river 
power from Bonneville and Grand Coulee 
dams would be needed to bolster resources of 
other plants. 
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J. A. Krug, chief of the OPM Power 
Branch, said recently that power companies in 
the Pacific Northwest had indicated willing- 
ness to make all interconnections necessary to 
assure maximum power supplies in the area 
for the duration of the war. 

Krug declared that OPM would not order 
such interconnection unless the voluntary 
agreements failed to work out, or unless some 
additional power requirements developed 
which otherwise could not be met. 

Power companies in Washington and Ore- 
gon and immediately adjacent states would be 
affected by such a pooling of facilities. Krug 
said the interconnected systems of Bonneville 
dam and Grand Coulee dam, together the larg- 
est power sources in the area, would be the 
backbone of any interconnection plan. 


Power Curb Lifted 


HE Office of Production Management on 

January 3rd revoked an order requiring 
mandatory pooling of power facilities in 
southeastern states, originally issued to meet 
a shortage in the area. Donald M. Nelson, 
priorities director, said that rains had raised 
storage reservoirs to a level which assured 
ample power for the rest of the winter. 


EEI Plans War Aid 


> Edison Electric Institute, fact-finding 
and service organization for the electric 
power and light industry, recently announced 
a reorganization of the activities of its vari- 
ous committees with a view to aiding the na- 
tion’s war effort. Charles W. Kellogg, presi- 
dent of the EEI, in announcing the reorgan- 
ization, said that the aim of the program was 
to direct the commercial activities of the or- 
ganization toward a victory program. 

How to use electricity in industries so as to 
speed maximum and efficient production with- 
out waste, and, to improve quality, would be 
handled by one of the committees, Mr. Kel- 
logg announced. This committee also would 
study and report on how to build up system 
load factors to reduce peak loads and losses 
on utility systems. The institute also will give 
continued assistance to the subcontracting di- 
visions of the OPM 

“Under the broad objectives of winning the 
war,” Mr. Kellogg declared, “commercial stud- 
ies will aim to stimulate the service phases of 
utility company operations and to foster a type 
of advertising which will stress such use of 
present equipment as will insure a minimum 
requirement of critical materials. Committees 
will encourage the repair of present appliances 
and major equipment so that customers’ de- 
vices may continue serviceable. Codperation 
with other branches of the electrical indus- 
try concerned with sales and service of appli- 
ances will be sought. 

“The graver needs that confront the nation 
affecting both home and industry will require 
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better lighting arrangements. Broader oppor. 
tunity is given for committees to continue study 
of lighting applications in industry to increase 
output, improve products, decrease work, and 
conserve eyesight.” 


Eicher Nominated Judge 


Syren C. Eicher, chairman of the Securj- 
ties and Exchange Commission, was nomi- 
nated on December 30th by President Roose- 
velt to be chief justice of the United States 
District Court for the District of Columbia, 
He succeeded, Chief Justice Alfred A. Wheat 
who retired December 31st. 

Ganson Purcell, who was appointed to the 
commission in May, when Jerome Frank re. 
signed as chairman to take a judgeship, was 
mentioned as a possible successor to the chair- 
manship. 

On January 15th it was reported that the 
resignation of Commissioner Robert E. Healy 
as a member of the Securities and Exchange 
Commission had been received at the White 
House. 

It was not known at this writing whether it 
would be accepted. He is the only remaining 
member of the original commission. j 


Private Utilities Organize 


EPRESENTATIVES Of eleven private utility 
companies from eight states organized an 
operating committee for the new Southwest 
power pool last month, while public power ad- 
vocates opened a new attack on private utility 
holdings in Arkansas. At the same time, last- 
minute plans were announced for a series of 
meetings at which each side would attempt to 
organize its forces for the major public power- 
private utility fight scheduled early this month 
before the Arkansas Utilities Department. 

The department opened a hearing on Janu- 
ary 7th on applications by two Rural Electri- 
fication Administration operating codperatives 
—Ark-La of Louisiana and Kamo of Okla- 
homa—to build an interconnected public power 
system extending from the Missouri to the 
Louisiana borders, 

Three smaller rural electric codperatives fol- 
lowed those applications on December 29th 
with their own request for authority to pur- 
chase the entire holdings, outside one county, 
of the West Memphis Power & Water Com- 
pany, a small independent private utility. Two 
of these co-ops, Ouachita of Camden and the 
C&L of Star City, are now members of the 
Ark-La combine. The third, first of Jackson- 
ville, announced its members had voted to join 
Ark-La. 

The West Memphis utility holdings which 
the three co-ops would buy serve approximate- 
ly one thousand customers and, are valued at 
about $150,000, Thomas B. Fitzhugh, co-op 
attorney, said. 

C. H. Moses, president of the Arkansas 
Power & Light Company and spokesman for 
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the Southwest power pool, did not mention the 
public power fight in his announcement of the 
pool’s organization meeting. 


ICC Reassignments 


osEPH _B. Eastman early this month relin- 

quished many of his duties as chairman and 
member of the Interstate Commerce Commis- 
sion in order to devote more time to his new 
task as director of war transportation. 

Adjusting itself to Chairman Eastman’s 
withdrawal from full participation, the ICC 
has made the following reassignments : 

Commissioner Clyde B. Aitchison, the sen- 
ior commissioner, will function as acting 
chairman. Commissioner Charles D. Mahaffie 
is substituted for Chairman Eastman as mem- 
ber of division one, the administrative divi- 
sion, and as chairman thereof. Commissioner 
Mahaffie was relieved as chairman and mem- 
ber of division three, rates and service divi- 
sion; and Commissioner William J. Patterson 
was designated as a member of that division 
in place of Commissioner Mahaffie. Commis- 
sioner Carroll Miller became chairman of divi- 
sion three. 

The legislative committee of the commission 
has been reconstituted, to consist of Commis- 
sioner Walter M. W. Splawn, chairman; and 
Commissioners Mahaffie and John L. Rogers. 


Truck Drivers Win 


A WAGE increase of 10 cents an hour plus 
four-tenths of a cent per mile traveled, 
retroactive to November 16th, was awarded on 
January 4th by the National Defense Media- 
tion Board to about 50,000 “over the road” 
truck drivers in twelve midwestern states. 

Serving in the réle of arbiter, the board 
also approved 6-day annual vacations with pay 
and recommended that fair geographical and 
state differentials be established and main- 
tained by agreement between management and 
labor. The agreement is to be effective for two 
years, 

The board received the dispute when 
American Federation of Labor teamsters and 
the Central States Employees Negotiating 
Committee agreed to submit their differences 
to arbitration, on condition the union called 
off a strike set for November 15th. This strike, 
it was said, would have affected 225,000 em- 
ployees of 800 trucking firms and tied up inter- 
urban and interstate trucking transportation in 
Michigan, Illinois, Ohio, Indiana, Wisconsin, 
Minnesota, Iowa, Missouri, North and South 
Dakota, Nebraska, and Kansas. 


New Power Line Planned 


Ce agencies and private power 
companies have completed negotiations 
for a Nashville, Tennessee-Louisville, Ken- 
tucky, power transmission line which will link 
steam-generating facilities of North and North 


Central states to southeastern hydroelectric 
systems for emergency use, it was learned re- 
cently. 

Since beginning of the war, the Office of 
Production Management, Federal Power Com- 
mission, Securities and Exchange Commission, 
Tennessee Valley Authority, and private power 
companies were said to have agreed to the in- 
terconnecting line which can be constructed in 
eight months. 

Defense officials explained that heretofore 
there has been a “virtual no-man’s land” be- 
tween northern and southeastern power-pro- 
ducing areas. 

When the Nashville-Louisville line is com- 
pleted, officials said that northern power can 
be transmitted to the Southeast to allow water 
conservation in huge hydroelectric power dams. 
When water capacity has been reached then 
reserve power will be available for use in the 
North and, North Central industrial plants if 
power supplies are “knocked out” or prove 
inadequate. 

In addition to providing power for arma- 
ment plants in both areas, officials said the 
new facilities will lessen the curtailment on 
both armament and nonarmament consumers if 
power rationing is necessary in either area next 
year or in 1943. 


Natural Gas Survey 


HE Federal Power Commission recently 

announced that, in codperation with the 
Office of Production Management, it was be- 
ginning a comprehensive survey designed “to 
avert a serious shortage of natural gas,” which 
threatens sections of Ohio, Pennsylvania, and 
West Virginia in the winter of 1942-43. 

The area to be studied embraces all states 
served with natural gas east of the Mississippi 
river and north of Tennessee and North Caro- 
lina. A total of 85 operating gas utilities among 
20 holding company groups were requested by 
the power agency to submit by January 19th in- 
formation “from which methods must be de- 
veloped to avoid a shortage that would result 
in a marked curtailment of production of es- 
sential war industries as well as general con- 
sumer use.” 

The FPC said the institution of the survey 
followed conferences by officials of the OPM, 
the petroleum codrdinator’s office, War De- 
partment, Navy Department, and the power 
agency. 


Power Industry Organizes 


ae trained and well-equipped, an army 
of 13,000 electric company employees was 
recently reported to be on a 24-hour-a-day war 
footing to protect and maintain vital electric 
services to 1,150,000 users in the five Pacific 
Northwest states. The announcement was made 
at a meeting in Portland, Oregon, of the op- 
erating heads of the major utility companies 
in the area, 
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Any war emergency would find the compa- 
nies organized to give each other prompt aid 
in the form of power supply, equipment, or 
construction and repair crews, the conference 
developed. With 10,000 large and small indus- 
trial customers on their lines, many of whom 
are engaged in producing war materials, and 
with scores of airports, Army camps, and other 
defense establishments to serve, the power com- 
pany leaders reflected, the seriousness of their 
war-time responsibilities. 

Direct defense loads served by the compa- 
nies range all the way up to 150,000 kilowatts, 
which is being taken by one of the nation’s 
biggest copper producers in Montana. 

Plans for extending the existing power in- 
terchange and mutual assistance program to 
include similar codperation between the pri- 
vate company group and the Bonneville-Coulee 
system were among important topics consid- 
ered at the meeting. 

Dr. Paul J. Raver, Bonneville Administra- 
tor, assured representatives of the group that 
his organization would work actively toward 
the full codrdination of resources and facili- 
ties to back up the nation’s all-out war effort. 


War Labor Board Created 


ECLARING that “the national interest de- 
mands that there shall be no interruption 
of any work which contributes to the effective 
prosecution of the war,” President Roosevelt 
on January 12th created by executive order a 
12-member National War Labor Board and ap- 
pointed as chairman William H. Davis, a New 
York patent lawyer and head of the National 
Defense Mediation Board, which was abolished 
at the same time. 

Mr. Roosevelt gave to the new board broad 
powers to adjust all kinds of labor disputes, 
including union demands for a closed shop, 
and, in so doing, he overruled a plea from in- 
dustrial management that the union shop issue 
be ruled out as a proper grievance for govern- 
ment mediation and arbitration during the war. 

Mr. Davis was selected as chairman of the 
new board despite a campaign by some labor 
leaders and representatives of industry to re- 
move him from the key industrial relations 
post in the war effort. 

George W. Taylor of Philadelphia, a Univer- 
sity of Pennsylvania economics professor and 
impartial umpire under the collective bargain- 
ing contract between the General Motors Cor- 
poration and the CIO’s United Automobile 
Workers, was named vice chairman of the new 
board. 

The board’s members, equally divided among 
representatives of the public, employers, and 
employees, were named as follows: 

Public—Messrs. Davis and Taylor, Dean 
Wayne L. Morse, University of Oregon Law 
School, Dr. Frank P. Graham, president of the 
University of North Carolina. 

Employers—Albert W. Hawkes of Mont- 
clair, New Jersey, president of the Chamber 
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of Commerce of the United States and presj- 
dent of Congoleum-Nairn, Inc. ; Roger D. Lap- 
ham of San Francisco, chairman of the board 
of American-Hawaiian Steamship Company; 
E. J. McMillan of Knoxville, Tennessee, presj- 
dent of Standard Knitting Mills, Inc., and 
Walter C. Teagle of New York, chairman of 
the board of the Standard Oil Company of 
New Jersey. © 

Labor—Thomas Kennedy of Hazleton, 
Pennsylvania, secretary-treasurer of the CIO's 
United Mine Workers of America; George 
Meany of New York, secretary-treasurer of 
the American Federation of Labor; R. J. 
Thomas of Detroit, president of the CIO's 
United Automobile Workers of America; and 
Matthew Woll of New York, vice president of 
the AFL. 

A proposal for rotating the chairmanship 
of the new War Labor Board among four 
$10,000-a-year public members was recently re- 
ported under consideration by those drafting 
the machinery under which the board will 
function. Should rotation and full-time salary 
recommendations be adopted by the President, 
the board would differ considerably from the 
Defense Mediation Board. 

By rotating the chairmanship no single indi- 
vidual would be subject to so much criticism 
by those disagreeing with board decisions. 

Enactment of basic labor laws to give the 
War Labor Board “positive legislative backing 
and support” was urged early this month by 
Walter D. Fuller, retiring president of the 
National Association of Manufacturers, in a 
message addressed to the association’s mem- 
bers. Mr. Fuller opposed arbitration or con- 
sideration by the board of the issue of the 
closed shop. 

Contending that the problem of labor supply 
would become increasingly serious because of 
the entrance into the war and the big industrial 
effort, Philip Murray, president of the Con- 
gress of Industrial Organizations, has urged 
President Roosevelt to give entire responsi- 
bility for labor supply problems to the Depart- 
ment of Labor and end the duplication among 
various agencies. Mr. Murray was critical of 
present efforts toward, mobilization of labor 
for defense output. 

In asking the President to give full author- 
ity to the Labor Department, Mr. Murray was 
said to be expressing a view in which William 
Green, president of the AFL, concurs. 

Matthew Woll, second vice president of the 
AFL, in a New Year’s statement, expressed 
the hope that 1942 would mark a full reunion 
between the American Federation of Labor 
and the Congress of Industrial Organizations 
and that relations between government, man- 
agement, and labor would be so harmonious 
that no legislative restraints or penalties would 
be required. : 

Senator Connally of Texas recently let it 
be known he intended to press for Senate ac- 
tion on his bill for stringent legislative strike 
curbs, ; 
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Alabama 


Reduced Rates in Effect 


— second step in a general rate reduction 
plan ordered in 1940 by the state public 
service commission to reduce costs of natural 
gas and simplify rate schedules of the Ala- 
bama Gas Company, became effective in all 
communities served by that utility at midnight, 
December 31st. 

The Alabama Gas Company and its affiliate, 
the Alabama Natural Gas Corporation, fur- 


nish natural gas and maintain offices for serv- 
ice in Anniston, Auburn, Gadsden, Heflin, 
Leeds, Montgomery, Opelika, Reform, Selma, 
Talladega, Tuskegee, Tuscaloosa, and We- 
tumpka. The reduction plan, as ordered by the 
state commission, consisted of two steps, the 
first of which was taken October 1, 1940, and 
“resulted, in substantial savings on a large num- 
ber of bills, both residential and commercial 
alike,’ Joseph N. Greene, president of the com- 
pany, explained. 


Arkansas 


Utility Purchase Allowed 


——_ to purchase facilities of the 
Huntsville Utilities, Inc., at Huntsville 
and the surrounding Madison county area, was 
granted to the Carroll Electric Cooperative 
Corporation by the state utilities commission 
on December 31st. 

The commission stipulated that all present 
customers of the company must agree to pay 
the codperative’s membership fee. The coop- 
erative is not a member of Rural Electrifica- 
tion Administration units now applying for a 
permit to compete with private utilities in 
Arkansas. 


Groups Oppose REA 


HE Pine Bluff Central Trades and Labor 

Council (AFL) on January 4th unani- 
mously adopted a resolution opposing the 
Rural Electrification Administration’s plans 
for a public power development program in 
Arkansas. 


The resolution said proposed REA lines to 
the new aluminum plant on Lake Catherine 
would “duplicate private power lines.” 

A copy of the resolution was introduced at 
the state utilities commission hearing in Lit- 
tle Rock on January 5th on applications of two 
REA codperatives to launch a development 
program. 

Directors of the Eastern Arkansas Young 
Men’s Club also adopted a resolution opposing 
the requested construction. 

Authority to build the 132,000-volt trans- 
mission line to tie in the aluminum plant with 
the newly formed Southwest power pool, 
formed by 11 private companies, was granted 
to the Southwestern Gas & Electric Company 
| Pie state utilities commission on January 
nd. 

The commission conditioned its action on 
ability of the company to obtain necessary 
priority ratings in order to purchase materials. 
The commission’s order said that the applicant 
“must file written evidence that priorities have 
been obtained within sixty days.” 


California 


FPC Permit Required 


Tt Pacific Gas and Electric Company will 
be required to obtain a Federal Power 
Commission license for construction and op- 
eration of its $20,000,000 power development 
on the Pit river in California. The commission, 
it was reported, found the project, designated 
by the company as Pit 5 plant, came within 
the province of government authority because 
it would affect the interest of interstate com- 
merce on the Sacramento and, also public lands. 

The company last July abandoned a $30,000,- 
000 Feather river power project, known as the 
Cresta and Pulga developments, which the 
commission had authorized, and filed a declara- 
tion of intention to construct the Pit 5 plant. 


The abandonment resulted, the PG&E con- 
tended, because provisions of the license re- 
quiring additional FPC approval for any 
change i in generating capacity above 5,000 kilo- 
watts “would raise intolerable conflicts of juris- 
diction between Federal and state agencies.” 

The recent ruling of the commission rejected 
a PG&E contention that because Pit 5 would 
be a strictly run-of-the-river project prior to 
completion of its Pit 4 project it would not 
affect interstate commerce and would there- 
fore require no Federal license. The company’s 
Pit 3 and 4 plants, located upstream on Federal 
land and licensed by the commission, and Pit 5 
plant, in the commission’s opinion, are a single 
unit from a geographical and engineering 
standpoint. 
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Power Cut Reconsidered 


| iene with the mounting costs resulting 
from war conditions the Los Angeles Board 
of Water and Power Commissioners recently 
requested the withdrawal of proposed electric 
rate reductions totaling $2,024,000 which have 
been awaiting councilmanic approval for sev- 
eral months, 

“Future uncertainties as to operating costs 
and revenues make it essential that we institute 


a thorough review of the entire financial stryc. 
ture of the municipal electric system,” Presi. 
dent Clinton E. Miller said. 

In taking action to withhold for reéxamina- 
tion the contemplated rate reduction, the board 
specifically excepted a street-lighting cut 
amounting to $157,000 annually. The board 
pointed out that because of the war it already 
had been necessary to institute protective meas. 
ures that would cost more than $1,000,000 a 
year. 


Illinois 


FPC’s Jurisdiction Upheld 


HE United States Supreme Court on Janu- 

ary 5th held that the Federal Power Com- 
mission has jurisdiction over a company 
which operates natural gas transmission lines 
within one state but which obtains the gas 
through its parent company from other states. 
Chief Justice Stone delivered the 8-to-0 


opinion on a controversy over Federal or state 
control of the Illinois Natural Gas Company, 
a wholly owned subsidiary of the Panhandle 
Eastern Pipe Line Company. The litigation 
grew out of an order by the Illinois Commerce 
Commission directing the Illinois Natural Gas 
Company to construct a 20-mile line to Mat- 
toon, Illinois, and to furnish natural gas at 
wholesale to Central Illinois Public Service. 


Kentucky 


Commission Asks Wider Powers 
ep ningeoese eae that the state public serv- 


ice commission’s former regulatory pow- 
ers over municipal utility plants be restored 
was contained in a commission report to Gov- 
ernor Keen Johnson made public on January 
4th. Under a 1936 act the commission’s au- 
thority over municipal plants is limited to issu- 
ing certificates to new ones after hearings to 
determine whether it believes them necessary 
and whether it approves the territory to be 
served, 

The report, made along with others by 
state agencies on request of Governor Johnson, 
was given him prior to recent arguments over 
whether the commission should pass upon mu- 
nicipal contracts that might be made with the 
Tennessee Valley Authority for electric power. 
It declared there are some twenty municipal 
systems now being operated in Kentucky — 
some generating their own current and others 
purchasing it from privately owned utility 
companies—and added: 

“A recent survey discloses that the utility 
rates in these plants are substantially higher 
than in cities of comparable size which are 
under the jurisdiction of the commission. Also, 
that the services are not up to commission 
standards.” 

The law gives the commission power to 
regulate rates and service of privately owned 
municipal electric light and power systems, and 
the commission report declared that in those 
systems under its control, electric current rate 
reductions had totaled $1,806,260 during 1940 
and 1941. 
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The report pointed out that the commission 
operates on an annual fund of $130,000 assessed 
on a pro-rata basis on the gross earnings of 
privately owned utilities. It added that the end 
of the fiscal year last June 30th showed a bal- 
ance on hand of $41,510 after paying all ex- 
penses. 

In the last two years, the report continued, 
telephone rates have been reduced in thirty- 
one exchanges, totaling $6,813, and various 
cuts have been made in long-distance tolls, 
“making a total annual telephone reduction of 
$236,592 for these two years.” Telephone serv- 
ice has been improved and there has been a 
marked increase in rural telephone service, it 
added. 


Electricity to Go to TVA 


fe Louisville Transmission Corporation, 
after a brief hearing before the state pub- 
lic service commission, on January 6th was 
granted authority to build a $3,850,000 line to 
supply electric current from Kentucky, Indi- 
ana, and Ohio to TVA to meet war needs. 

In its application, the corporation said the 
line would extend 60 miles southward from 
Louisville, its cost including terminal facilities. 
The TVA is to construct a line from the 
terminal to Nashville, this line to bring total 
cost to an estimated $7,700,000. 

The application said it was expected that by 
August Ist of this year 1,400,000,000 kilowatt 
hours of electric energy could be transmitted 
annually over the line from the Louisville Gas 
& Electric Company, the Public Service Com- 
pany of Indiana, the Cincinnati Gas & Electric 
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Company, the Indianapolis Power & Light 
Company, and the Dayton Power & Light 
Company. 

The Transmission Corporation is a sub- 
sidiary of the Louisville Gas & Electric 
Company. 


Bus Franchise Purchased 


HE Lexington Railway System on Decem- 

ber 30th bought for $5,000 a 20-year mu- 
nicipal bus franchise covering seven routes it 
now operates under a franchise acquired last 
January. The railway company was the only 
bidder at a public sale of the franchise, which 
becomes effective eight months from date of 
final approval of the transaction. The current 
franchise, which expires in 1944, automatically 


will be canceled when the new franchise is put 
into operation. 

Proposed sale several months ago of the 
franchise was blocked through court action 
brought by J. D. Van Hooser, a prospective 
bidder, who contended that the city ordinance 
authorizing the sale was discriminatory in 
favor of the Lexington railway. He argued 
that any successful bidder other than the LRS 
would have to operate in competition with the 
latter firm until the franchise expired. 

The railway company requested sale of the 
new franchise because it said it planned to 
purchase new equipment, but did not wish to 
do so unless it had a longer-term contract. 

Immediately after the sale, James B. Hall, 
LRS vice president, said the company had or- 
dered ten new busses to cost $80,000. 


Louisiana 


Gas Rate Slash Asked 


HE proposal that the natural gas rate for 

B pte consumption be reduced to 54 
cents per thousand cubic feet, irrespective of 
the amount consumed, was contained in an 
ordinance introduced by Utilities Commis- 
sioner Fred A. Earhart at a meeting of com- 
mission council on January 5th. Under the 
terms of the Earhart ordinance, the existing 
service charge of 25 cents a month is retained. 
In addition to the proposed cut on gas con- 


sumed in homes, the ordinance would provide 
for a 10 per cent reduction in rates to commer- 
cial consumers and a 5 per cent reduction in 
rates to industrial consumers. The present rate 
on domestic consumption is 90 cents per thou- 
sand cubic feet, plus a service charge of 25 
cents a month. 

A second ordinance introduced by Commis- 
sioner Earhart proposed to reduce from 74 
per cent to 6 per cent per annum the allowable 
rate of return in the New Orleans Public Serv- 
ice Inc. rate base. 


Minnesota 


Gas Permit Issued 


HE much-argued permit for sale of natural 

gas to industrial manufacturing users only 
was granted to the Northern States Power 
Company on January 7th by unanimous vote of 
the St. Paul city council, effective immediately. 
The permit authorizes sale of natural gas by 
the company for nine years and empowers the 
council to prescribe rates annually. The council 
also reserves power to order the company to 
distribute natural gas to any applicant who 


meets requirements and uses a minimum of 
$300 worth a month. 

At any time during the 9-year term of the 
permit, the council reserves the right—sub- 
ject to availability of materials—to order the 
company to use mixed natural gas for general 
distribution in its mains. This would mean in- 
creasing the heat value of gas from 550 BTU’s 
to 800 BTU’s for general consumption. 

The company will pay a 5 per cent gross earn- 
ings tax on all its gas sales. It is also required 
to give its natural gas a distinctive odor. 


Missouri 


Ask Gas Rate Cut 


RESOLUTION calling on the state public 

service commission to order a reduction 
of not less than 35 per cent in the rates of the 
St. Louis County Gas Company, to be effective 
at the earliest possible date, was adopted on 
December 31st by the county court, an admin- 
istrative body. 


The resolution, prepared by Henry Mueller, 
one of the three members of the court, and 
approved by Presiding Judge Clifford Corneli 
and Henry W. J. Rott, charged that the exist- 
ing rates are and have been based on an in- 
flated and grossly excessive valuation of its 
property, found solely in the company’s books 
and not the result of any official appraisal. It 
charged that the rates are “exorbitant and un- 
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conscionable,”’ and that they have enabled the 
company to pay dividends of about 20 per cent 
of its actual property value. 

Much of the equipment on which the com- 
pany bases its valuation is alleged in the reso- 


lution to be obsolete. The company, it was 
stated, has continued to include all gas manu- 
facturing equipment in its basic valuation, 
though it has ceased to manufacture most of 
its product. 


New York 


Power Case Ends 


HE state public service commission late 
last month closed a proceeding regarding 
the rates and disposition of excess profits that 
may result from the production of electric 
energy by the Niagara Falls Power Company 
from additional diversion of water from the 
Niagara river in excess of 20,000 cubic feet a 
second, 
This additional power is being used by 
15 large industries on the Niagara frontier 


engaged in national defense production. 

The proposal of the company adopted by 
the commission for any future determination 
of the value of the company’s property, pro- 
vides that the commission will deduct all ac- 
cumulated excess profits obtained by the com- 
pany from the production of power from the 
additional water diversion and this deduction 
will not be in lieu of depreciation charges, 
Commissioner Maurice C. Burritt, who di- 
rected the investigation, made the recommen- 
dation. 


ae 
Ohio 


Gas Company Protest 


—— of counsel for the Ohio Fuel 
Gas Company seeking reconsideration of 
the state utilities commission’s order to dis- 
continue the gas stabilization process were 
scheduled to be heard January 27th. The com- 
mission several weeks ago handed down an 
order calling for the discontinuance of the 
practice of mixing inert with natural gas to 


obtain what the utility claimed was a more 
stabilized product for consumer use. After the 
issuance of the order the company appealed 
for a rehearing and arguments originally 
were scheduled to be heard on January 5th. 
Meanwhile, steps were going forward to set 
up the necessary refund machinery to distrib- 
ute $1,900,000 of impounded money, released 
to the company and consumers under a recent 
decision of Federal Judge Mell G. Underwood. 


Pennsylvania 


the case for another decision. Peoples also has 
proposed a $200,000 increase on industrial con- 
sumers. 


Gas Rate Increase Deferred 


HE state public utility commission early 

this month suspended for another three 
months a $396,900 rate increase by the Manu- 
facturers Light & Heat Company of Pitts- 
burgh, affecting consumers in Allegheny, 
Beaver, Butler, Greene, Lawrence, Mercer, and 
Washington counties. 

The rate increase originally was filed last 
June and suspended by the commission for six 
months, from July 2nd, pending investigation. 
The new suspension was the last that could be 
ordered before final disposition of the case. 
Hearings were still in progress. 

Also pending before the commission was the 
$1,263,000 rate increase made in 1939 by the 
Peoples Natural Gas Company, which serves 
149,000 consumers in western Pennsylvania. 
The commission tried to spike this but was re- 
versed by the superior court which remanded 
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Gas Shortage Closes Plant 


GAS shortage caused by the record-break- 

ing cold wave which gripped western 
Pennsylvania forced a shutdown of at least 
three industrial plants on January 8th, throw- 
ing approximately 4,000 men out of work. 

A complete shutdown was reported at the 
Shenango plant of the Carnegie-Illinois Steel 
Corporation at New Castle, and Carnegie- 
Illinois’ tinning mill at Canonsburg also was 
closed. The Shenango pottery at New Castle 
likewise suspended operations. 

Increased use of gas by private consumers 
and condensation and freezing in pipe lines 
was blamed by the Manufacturers Light & 
Heat Company for the shortage at New Castle. 
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Rhode Island 


Utility Bills Introduced 


HREE bills, amending laws governing state 
Too over public utilities, were intro- 
duced in the state senate on January 13th in 
behalf of Thomas A. Kennelly, public utility 
administrator. 

One of the measures was designed to relieve 
summer residents of paying their gas or elec- 
tric bills six months in advance by specifying 
that they pay them only two months in advance. 

Another would place intrastate air trans- 
portation directly under the jurisdiction of the 
utilities administration, which would, be vested 


with authority to fix schedules and inspect 
equipment. 

The third would place trackless trolleys and 
gasoline busses specifically under the jurisdic- 
tion of the public utility administration. 

Senator William G. Troy, Democrat of 
Providence, introduced the measures. 

Senatcr Clarence H. Horton and Represent- 
ative Samuel H. Ramsay, both of East Provi- 
dence, recently introduced bills in the general 
assembly directing the administrator of public 
utilities to seek to restore passenger service on 
the Providence, Warren, and Bristol branch 
of the New Haven Railroad. 


Utah 


Utility Bill Probe Asked 


RESENTATION of a bill for $5,780.44 to the 
P ogden city commission on January 2nd for 
light and power used by the city in excess of 
the amount to be furnished by Utah Power & 
Light Company free under terms of its fran- 
chise brought a commission recommendation 
for studies of the franchise terms by the new 
city commission which took office January 5th. 

The bill was presented by W. J. Critchlow, 
Jr., sales manager for the power company, who 


pressed for payment of the amount he asserted 
was due his company from the city for the 
period 1936 to 1941, inclusive. 

Having been previously referred to City At- 
torney Lewis J. Wallace and City Auditor 
M. L. Critchlow for study and recommenda- 
tions, these officials reported that the bill ap- 
parently was in proper form, but said a de- 
tailed study by a competent authority should 
be made to determine whether the power com- 
pany had used proper methods in arriving at 
its figures. 


Washington 


Suit Held Up by War 


age meager ge a significant attitude on acquisi- 
tion of private utilities during war time 
the city of Bremerton and Kitsap County Pub- 
lic Utility District on January 2nd confirmed 
that condemnation proceedings against Puget 
Sound Power & Light Company properties 
would be held in abeyance for the duration of 
the war. 

Officials were understood to have conferred 
with representatives of Federal power agencies 
in the matter of codperating to assure suffi- 
cient supply of energy for vital defense pro- 
duction in the Northwest. It was felt that 
public ownership controversies would be 
shoved into the background as long as war 
lasts, but local groups pointed out that the 
policy of the Federal agencies would rule their 
future actions for the most part. 


Plants Face Gas Shortage 


Hoe use of gas has decreased somewhat 
4 i but threat of serious shortage to defense 
industries still exists, James F. Pollard, presi- 
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dent of the Seattle Gas Company, said recently. 

The company’s production has been stepped 
up to 13,170,000 cubic feet a day, approximately 
28 per cent greater than ever before in the 
history of the plant, Pollard said. 


Seattle Utilities Prosper 


EATTLE City Light and the water depart- 
ment had their best year in 1941, with 
lighting and power revenue expected to show 
an $860,000 increase and water income a $60,- 
000 rise over 1940. 

As December figures had not been tabulated, 
the year’s records were estimates, based on 11- 
month totals and a twelfth-month figure in 
proportion to increases realized in the preced- 
ing months. 

Lighting Superintendent E. R. Hoffman es- 
timated revenue for the year would be $7,125,- 
000 and output would be 660,000,000 kilowatt 
hours, an increase of 181,830,000 kilowatt hours 
over the preceding year. 

W. C. Morse, water superintendent, said to- 
tal revenue of his department would be $2,- 
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Wisconsin 


NLRB Dismisses Petition 


INDING that no question concerning repre- 
F sentation of employees had arisen within 
the meaning of § 9 (c) of the National Labor 
Relations Act, the National Labor Relations 
Board on December 31st announced dismissal 
of the representation petition filed by North- 
ern States Power Company of Wisconsin, Eau 
Claire. 

In its petition the company asserted that a 
representation question had arisen in that both 
the AFL’s International Brotherhood of Elec- 
trical Workers and the CIO’s District 50, 
United Mine Workers of America, had “made 
claims to bargaining rights, and have raised 
questions as to bargaining representative.” 

The board pointed out that the company has, 
however, recognized the IBEW as the exclu- 
sive bargaining representative of its employ ees 
throughout its entire system, and that it con- 
sidered the system-wide unit appropriate, un- 
der the circumstances, for the purposes of col- 
lective bargaining. It stated that since District 
50 had not asserted any interest in the larger 
unit, and since the company has recognized 
the IBEW as the exclusive representative of 
its employees in that unit, no question concern- 
ing representation of employees of the com- 
pany had arisen. 

As to the system-wide unit, 
stated: 

“We have frequently noted that where em- 
ployees in a system of public utilities are in- 
volved, the employer’s organization, manage- 
ment, and operation of its business as a single 
closely integrated enterprise results in an inti- 
mate interrelation and interdependence in the 
work and interests of the employees. In view 
of these circumstances, we have repeatedly 
held that a system-wide unit of a public utility 
is appropriate whenever there is a labor or- 
ganization in a position to represent employees 
throughout the system. In the instant case, the 
IBEW has represented the employees of the 


the board 


company throughout its system since 1936, and 
has maintained contractual relations with the 
company on behalf of the employees in the 
entire system since May, 1937. Under the cir- 
cumstances, we consider a unit composed of all 
production, maintenance, and distribution em- 
ployees of the entire system of the company to 
be appropriate for the purposes of collective 
bargaining.” 


War Holds Up Depreciation 
Rules 


Ef Be war emergency has caused the state 
public service commission to dismiss and 
discontinue proceedings regarding depreciation 
accounting requirements. The commission 
pointed out that the proceedings, which in- 
clude all Class A gas, electric, telephone, and 
water companies in Wisconsin, were instituted, 
at the suggestion of its own staff. But, from 
the facts and arguments presented, the commis- 
sion thought it would not be proper “at this 
time to impose upon the utilities involved the 
burden which the preparation and presenta- 
tion of the depreciation reserve requirements 
studies would entail.” 

In dismissing the investigation the commis- 
sion made no finding with respect to further 
requirements, but stated that “when and if” 
it may be considered desirable to have further 
studies prepared, a new proceeding will be in- 
stituted. 


Priorities to Halt Pipe Line 


HE state public service commission’s selec- 

tion of the Independent Natural Gas Com- 
pany, a Phillips Petroleum Company affiliate, 
to serve Wisconsin has virtually denied the 
state the benefits of natural gas because na- 
tional defense needs probably will prohibit the 
firm from building its pipe lines, Chairman 
Reuben Peterson of the commission charged 
recently. 


Wyoming 
Must Pay Sales Tax 
b Re Rural Electric Company and four 


other “similarly situated companies” in 
Wyoming were held subject to the state’s 2 per 
cent sales tax in a decision handed down on 
January 5th by the state supreme court. The 
supreme court reversed a judgment by District 
Judge Sam M. Thompson in the Laramie 
County District Court in which it was held 
that the electric company was exempt from 
the tax. 
The Rural Electric Company contended that 
it was not subject to the tax because it was not 
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operated as a public utility but was managed as 
a private corporation. The company was or- 
ganized in 1937, and operates in southeast La- 
ramie county and the states of Nebraska and 
Colorado. ‘ 
Under the plan, persons using electricity 
supplied by the company buy a membership in 
the firm and obtain their power at near the 
cost price. The company is a nonprofit com- 
pany. 
In its decision the supreme court held that 
“under our statutes we find the Rural Electric 
Company (and similar companies) to be pub- 
lic utilities and hence subject to the sales tax.’ 
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The Latest 
Utility Rulings 


Dividend Restriction Placed on Holding 
Company Acquiring Subsidiary Stocks 


fb Wisconsin Electric Power Com- 
pany was authorized to acquire 
stocks of its subsidiary, Wisconsin 
Michigan Power Company, pursuant to 
§ 10 of the Holding Company Act, but 
the condition was imposed that the par- 
ent company give the commission thirty 
days’ notice before declaring any cash 
dividend on its common stock. The cash 
working capital of both of these com- 
panies was found to be low, and the com- 
mission, in imposing the condition, said: 


As we have pointed out the dividends which 
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are being paid by Wisconsin Electric are not 
leaving that company and its subsidiaries 
with any substantial margin above their im- 
mediate foreseeable expenditures. We are 
therefore faced with a situation wherein an 
inadequately financed subsidiary of a regis- 
tered holding company is buying stock of 
its subsidiary for cash and is planning to pay 
in dividends such relatively large sums that 
its current position will be uncertain. We do 
not believe this to be conservative financial 
practice especially under current condi- 
tions. 


Re Wisconsin Michigan Power Co. et al. 
(File No. 70-432, Release No. 3226). 


Stock Issue Authorized in Order to Reserve 
Borrowing Capacity 


TE Pacific Telephone & Tele- 
graph Company was authorized by 
the California commission to issue and 
sell 656,250 common shares having a par 
value of $100 for the purpose of reim- 
bursing its treasury for moneys actually 
expended and to offer the shares to the 
holders of its outstanding preferred and 
common shares for subscription, at the 
rate of $100 a share, in the proportion of 
one share for each four shares of pre- 
ferred or common shares standing in the 
name of each stockholder of record. 
While the proportion of common stock 
appeared to be relatively high, a com- 
pany officer pointed out that the com- 
pany’s debt was rapidly growing and that 
following the issue of common shares 
as proposed the debt proportion would 
again start to climb, owing to the continu- 
ing necessity of borrowing additional 
sums from time to time for new con- 
struction. Bonds amounted to 13.73 per 
cent of the capital structure, while com- 
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mon stock constituted 61.94 per cent, 
pension notes 3.69 per cent, and pre- 
ferred stock 20.64 per cent. 

It was urged that the company should 
take advantage of the opportunity to ob- 
tain common stock money and to reserve 
its borrowing capacity for times when 
money could not otherwise be procured. 
It was the opinion of the company’s wit- 
ness that if it reduced its borrowing 
capacity through the issue of interest- 
bearing securities instead of common 
stock, it would be impossible to obtain 
new capital on reasonable terms at some 
future date when interest rates in gen- 
eral might be higher. Commissioner 
Riley, speaking for the commission, said: 

It is, of course, in the public interest for 
a utility, looking toward the future, to main- 
tain a capital structure sufficiently flexible to 
enable it to raise funds when and as needed 
and to meet its requirements over a continu- 
ing period of time, under differing economic 
conditions. For this reason, in this particular 
case, I believe that upon the showing made, 
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the commission is warranted in making an 
order authorizing the issue of the shares of 
stock as requested. 

I believe, however, that applicant should 
be placed upon notice that the commission 
does not, and will not, regard the dividends 
on the common stock as determining or fixing 
the rate of return the company should be 


allowed to earn in the event the commission 
is called upon or finds it desirable to review 
its rates. 


Re Pacific Telephone & Telegraph Co. 
(Decision No. 34642, Application No. 
24414). 


e 


Protective Committee Not to Represent 
Conflicting Interests 


N application under § 12(e) of the 
Holding Company Act for permis- 
sion to solicit authorizations from holders 
of more than one class of securities of 
Associated Gas & Electric Company 
was refused by the Securities and Ex- 
change Commission on the ground that 
there was a material conflict between 
security holders whose proxies were to 
be solicited. 

The materiality of such a conflict, 
said the commission, cannot be tested 
merely by the amounts involved, except 
possibly if the amounts are de minimis. 
The applicants had taken the position 
that the total amount of one class of 
securities would be only a small fraction 
of the total outstanding obligations. 

Although refusal of permission to so- 
licit authorization made it unnecessary 


e 


to consider other matters immediately, 
the commission expressed its views on a 
proposal of the committee to retain three 
separate sets of legal counsel. The com- 
mission said that it would not be in the 
public interest and in the interest of in- 
vestors if it permitted retention of so 
many attorneys. Court proceedings were 
pending in New York city and substan- 
tially all important activities in connec- 
tion with the reorganization were cen- 
tered there. Upstate counsel, it was 
pointed out, were, for the most part, to 
maintain contact with the security hold- 
ers. 

This type of activity, said the commis- 
sion, would normally be performed by 
committee members or by a competent 
secretary. Re Jacobs et al. (File No. 68-1, 
Release No. 3221). 


Elimination of Unnecessary Intermediate 


Holding Company Ordered 


\ \ 7 HERE a registered holding company 
performs no useful functions and 


is part of a holding company system 
which consists of several tiers of holding 
companies, the liquidation of such com- 
pany is necessary to effectuate the pro- 
visions of § 11(b)(2) of the Holding 
Company Act, according to a decision of 
the Securities and Exchange Commis- 
sion. In such a case, however, the com- 
mission will reserve jurisdiction to pass 
on the manner of liquidating the com- 
pany in order to protect the public in- 
terest and the interest of investors and 
consumers. 

The commission has found that by rea- 
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son of the existence of more than two 
tiers of holding companies in a pyramid 
of companies there was a violation of the 
second sentence of § 11(b)(2) of the 
Holding Company Act, and, in view of 
the conclusion that this particular com- 
pany was an unnecessary holding com- 
pany, it was selected as an appropriate 
company to be eliminated. 

Admissions by officers in a court pro- 
ceeding were cited in support of the com- 
mission’s findings. The officers had 
stated in sworn affidavits that there was 
no economic justification for the con- 
tinued existence of the company, and 
that the board of directors had decided 
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that it should be dissolved even though 
the Holding Company Act did not exist. 
The commission, however, said that it 
must independently examine and ap- 
raise the company’s functions and status 
under § 11(b)(2); and it found upon 
review of the evidence that except for 
occasional financial advice rendered by 
the president of the holding company the 
company itself did not perform any serv- 


ices for its subsidiaries and that any 
benefits which accrued to subsidiaries by 
virtue of its control were of little, if any, 
practical significance. An examination of 
the company’s financial situation con- 
vinced the commission that it was hardly 
in a position to be of financial assistance 
to its subsidiaries. Re North American 
Light & Power Co. et al. (File No. 59-39, 
Release No. 3233). ‘ 


7 


Profit Permitted on Assignment of Sales Contracts 


LTHOUGH ordinarily the intervention 
A of a third person may not be justi- 
fied when a registered holding company 
acquires properties from another holding 
company system, the Securities and Ex- 
change Commission permitted such in- 
tervention under the facts relating to ac- 
quisition of property by Iowa Public 
Service Company from the Great Lakes 
Utilities Company. 

Outside parties had entered into a con- 
tract to acquire the properties and had 
assigned the contract at a profit of $2,500 


to Iowa Public Service Company. The 
commission, in permitting this profit, 
said that direct negotiations between the 
vendor companies and the Iowa Com- 
pany had extended for over a year, that 
these negotiations had proved unsuccess- 
ful, that neither party had felt that they 
could be successfully resumed, and that 
the assignors of the contract had negoti- 
ated the contract which the companies 
themselves were unable to conclude. Re 
Great Lakes Utilities Co. et al. (File 
Nos. 70-359, 70-409, Release No. 3207). 


e 


Purchase Price Questioned by Dissenting 
Commissioners 


HE Philadelphia Transportation 

Company was authorized by the 
Pennsylvania commission to acquire the 
capital stock of Chester & Philadelphia 
Railway Company, being 49 per cent of 
the voting capital stock of the company. 
The lines of the Chester Company had 
been operated by the Philadelphia Com- 
pany under the terms of a lease provid- 
ing for a rental based on gross revenue. 
The operations over both companies’ 
lines were integrated and the commission 
concluded that PTC operation was de- 
sirable in the public interest. 

The purchase price was a negotiated 
price, and the commission approved the 
transaction with the understanding that 
this would not require the commission in 
any proceedings that might be brought 
before it to fix a valuation on the prop- 
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erty equal to the consideration to be paid. 

Commissioners Buchanan and Beam- 
ish filed dissenting opinions. Commis- 
sioner Buchanan termed the application 
“unconscionable, immoral, and a burden 
on the Philadelphia Transportation Com- 
pany system.” He said that approval had 
been asked for a payment to minority 
stockholders of $100,000 for a street 
railway line that showed an operating 
deficiency of $46,622 for 1940, averaged 
an operating loss of $28,000 annually 
over the past ten years, and had a junk 
value of $40,000. The latter sum, if paid 
and declared as a full liquidated dividend 
to all stockholders, he said, would give 
the minority interest only 49 per cent or 
less than $20,000. 

Commissioner Beamish said that he 
could see neither economy nor common 
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sense in a proposition which would add 
to the financial burden of PTC at a time 
when that transportation system was 
pleading poverty and was seeking to in- 
crease present fares over its entire sys- 
tem, 

The Chester Railway, he said, was 
about to be abandoned and would be 


superseded by a modern bus system. He 
said the lease which began on February 
14, 1911, for a term of thirty years, had 
expired, and “it is a dead horse and it is 
now proposed to pay $100,000 for the 
dry bones of the dead horse.” Re Phila- 
delphia Transportation Co. (Application 
Docket No. 60029). 


e 


Public Needs and Rate Considerations in 
Granting Operating Authority 


N order of the Utah commission au- 
thorizing motor carrier service was 
sustained by the supreme court of Utah 
in a case where it was said that the court 
could not upset commission findings sup- 
ported by the evidence. It was further 
held that the commission properly con- 
sidered whether the new service would 
meet public needs, whether it was in the 
public welfare, whether it would tend to 
develop new homes and enterprises in the 
area served, whether the general develop- 
ment of the area would be promoted by 
the new service, and whether existing 
service was adequate. 
Revenues of an existing carrier, it was 
held, need not be guaranteed at the ex- 


isting figure before another carrier may 
enter the field. Moreover, the court held, 
authorization was not invalid on the 
ground that existing carriers with which 
the new carrier would compete in a 
limited area were not given the oppor- 
tunity of furnishing such part of added 
service as they might be willing to fur- 
nish, where there was a new territory to 
be served which would continue without 
bus service unless the certificate were 
granted and the service to this territory 
would be impracticable if rendered un- 
less it had direct connections with the 
larger centers. Utah Light & Traction 
Co. v. Public Service Commission et al. 
118 P(2d) 683. 


e 


Jurisdiction to Determine Navigability 


pe asipanee to commission jurisdic- 
tion to determine the navigable or 
nonnavigable character of a river were 
overruled by the Wisconsin commission 
where the objections were made upon 
the following grounds: (1) that the 
members of the conservation commis- 
sion had never authorized the making or 
filing of the petition to the public serv- 
ice commission, pursuant to which the 
proceedings were instituted ; (2) that the 
public service commission had never by 
formal action of its members at a regu- 
lar meeting authorized the institution of 
the proceeding or the giving of notice 
pursuant to which the hearing was held; 
(3) that the nonnavigability of the river 
had been determined by a court and that 
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the commission had earlier made an or- 
der which was predicated upon the find- 
ing that the stream was nonnavigable in 
contemplation of law. 

It seemed to the commission that un- 
der the statutes creating the conservation 
commission it was within the power of 
the director of that commission to make 
and file a petition such as this one. As 
the commission viewed it, the public serv- 
ice commission had the power to deter- 
mine and record the characteristics of 
waters of the state and might do so upon 
its own motion if it saw fit. Consequent- 
ly, neither the alleged inadequacy of the 
petition nor the alleged lack of authority 
behind it could operate to deprive the 
commission of jurisdiction. 
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at the points involved, even though it may 
have used language at one time indicat- 
ing a conclusion upon that question. 
The commission did not consider the 
court’s judgment as deciding that the 
river was nonnavigable except within the 
meaning of the Milldam Act. The court 
had found that the river at one point was 
not, and never had been, navigable “ex- 
cept for canoes and small rowboats.” 
With these quoted words, it was said, 
the finding admitted to no more than the 


The objection that the commission did 
not by formal action at a regular meet- 
ing of its members authorize the institu- 
tion of the proceeding was overruled 
with the statement that this objection did 
not go really to the question of jurisdic- 
tion but rather to the question of whether 
the commission had acted in accordance 
with the requirements of the procedural 
due process of law. So far as any due 
process was concerned the commission 
could see no ground for dismissing the 


proceeding under the objections raised. 
Due process, it was said, goes to the sub- 
stance and not to the mere form. 

The third objection seemed to be 
equally without ground for support. The 
commission had never made either a find- 
ing as to navigability or nonnavigability 


conclusion of the court that the river 


was not navigable within the meaning of 


the term as used in the so-called Milldam 
Act. The action was one for damages 
to lands flooded by the milldam and was 
brought under that act. Re Pardeeville 
Pond (2-W P-541). 


7 


High State Court Limits Application of 
“Deep Rock’’ Doctrine 


as court ruling which had threat- 


ened to broaden the applicability of 
the “Deep Rock” doctrine concerning the 
relationship of a parent company to a 
subsidiary and the former’s obligation to 
public security holders of the subsidiary 
was reversed on appeal to a higher court, 
it was recently disclosed. 

The New Jersey Court of Errors and 
Appeals decided that the action of the 
court of chancery in upholding the com- 
plaint of Jacob H. Grubman against the 
American General Corporation and its 
subsidiary, Utility Equities Corporation, 
was not supported by the facts. Under 
the lower court decrees, American Gen- 
eral would have been required to sur- 
render priority stock of Utility Equities, 
which had been purchased in a public 
offer for $55 a share during the summer 
of 1939, 

Utility Equities would have been 
forced to buy back the stock at the pur- 
chase price. Dividends which had been 
paid on the stock since American Gen- 
eral purchased the shares and which 
amounted to $44,208 would be returned 
to Utility Equities by American General, 
the lower court stipulated. 

sn the decision overruling the lower 
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court the following statement was made: 


The explanation offered by the officers of 
the company was that, in their judgment, it 
was best that the company holding the con- 
trolling interest in the common stock should 
also have a substantial interest in the priority 
stock. Certainly, this would tend to a more 
conservative management of the affairs of 
the corporation, 

At all events, the question of when a corpo- 
ration shall purchase its stock and the man- 
ner in which that purchase shall be made is 
like the management of any other corporate 
problem—a matter resting in the sound dis- 
cretion of the directors—and in the absence 
of proof that the discretion has been dis- 
honestly exercised the court of chancery is 
without jurisdiction to substitute a plan for 
the directors. 


The court concluded: 


The facts in this case do not justify the 
imposition of a constructive trust, since the 
corporate actions complained of were free of 
dishonesty and did not result in the unjust 
enrichment of either corporation involved. 


The action was a stockholders’ suit 
brought by the holder of 50 shares of the 
priority stock in Utility Equities and 100 
shares of the common stock. Jacob H. 
Grubman et al. v. American General 
Corporation et al. 
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Other Important Rulings 


HE appellate court of Indiana sus- 

tained a commission order authoriz- 
ing competing bus service, the court hold- 
ing that the evidence did not show that 
authorization of the service on through 
busses in competition with existing bus 
companies would seriously impair the ef- 
ficiency of service rendered by the exist- 
ing carriers, although existing carriers 
were willing to furnish additional serv- 
ice. Chicago & Calumet District Transit 
Co. Inc. v. Indiana Public Service Com- 
mission et al. 37 NE(2d) 271. 


The court of appeals of Kentucky, re- 
versing a judgment for the defendants 
in an injunction proceeding, held that an 
authorized bus company was entitled to 
secure an injunction restraining opera- 
tion by carriers who had made no pre- 
tense of complying with statutory re- 
quirements with respect to common car- 
riers. Straight Creek Bus, Inc. v. Combs 
et al. 155 SW (2d) 208. 


A Federal District Court held that it 
had no jurisdiction over an action for 
damages resulting from the cancellation 
of a scheduled airplane flight until all 
remedies before the Civil Aeronautics 
Board had been exhausted, since the 
practice of airline companies of cancel- 
ing such flights is a “practice” within the 
Civil Aeronautics Law, the reasonable- 
ness or lawfulness of which can be‘deter- 
mined only by that board. Adler v. 
Chicago & Southern Air Lines, Inc. 41 
F Supp 366. 


The appellate division of the New 
York Supreme Court held that a com- 
pany engaged in the business of selling 
a protective service against burglary by 
means of electric wires leading. from pro- 
tected premises to central offices, using 
its own wires and wires leased from a 
telephone company, and also furnishing 


watchman supervisory service, emer- 
gency alarm service, and sentinel sery- 
ice is not engaged in the sale of electric, 
telephone, or telegraph service within the 
meaning of laws imposing a retail sales 
tax and an excise tax on utilities engaged 
in selling such service. Holmes Electric 
Protective Co. v. McGoldrick, 30 NY 
Supp(2d) 589. 


An application for an extension of 
motor coach line service was granted by 
the California commission in view of a 
definite promise by the utility to its pa- 
trons, but the losses, if any, that might 
be attributed to the extension, it was 
held, should not be recognized as an ele- 
ment of the carrier’s financial require- 
ments when considering the matter of in- 
creased fares, as the management of a 
utility, alleged to be in financial distress, 
cannot blindly embark upon doubtful 
ventures and pass the losses on to its 
patrons. Re Los Angeles Railway Corp. 
(Decision No. 34648, Application No. 
19179). 


The California commission granted a 
license to engage in the business of a 
motor carrier transportation agent where 
the applicant established that he was a 
law-abiding resident, an experienced 
businessman, and seemed prepared to 
act as an agent under license in a lawful 
manner, serving only carriers whose op- 
erations are lawful, although he had en- 
gaged in business without a license be- 
tween September, 1939, and March, 
1941, in technical violation of the Motor 
Carrier Transportation Agent Act, since 
it appeared that there was an opinion at 
that time that the act did not apply to in- 
terstate operations of the kind conducted 
by the applicant, and, therefore, no wil- 
ful intent to violate the law could be at- 
tributed to him. Re Johnson (Decision 
No. 34702, Application No. 24191). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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KENTUCKY PUBLIC SERVICE COMMISSION 


Re Kentucky Utilities Company 


[Case No. 987.] 


Rates, § 149 — Reduction — Economic conditions — Surplus revenues. 
1. A requirement that rates be reduced was deemed unwise in view of 
unsettled economic conditions and the possibility that if rates should be 
lowered, it might be necessary at some future date to change the schedules 
of rates upward, but it was believed to be the duty of the Commission 
to formulate a plan which would fairly dispose of any surplus revenues 
which the company might receive, p. 129. 


Return, $ 5.1 — Surplus revenues — Credits on customer bills — Depreciation 
reserve. 
2. Revenues which a public utility company, having an inadequate depre- 
ciation reserve, may earn in excess of the reasonable amount allowed by 
the Commission should be used for the purpose of augmenting the inade- 
quate reserve and for distribution to customers in the form of a credit on 
the first monthly bill following determination of the amount to be disposed 
of as representing excessive utility income, where an immediate rate reduc- 
tion is undesirable because of economic conditions and the amount of in- 
come in excess of a fair return cannot be gauged with any precision, p. 130. 


[November 26, 1941.] 


| uae of rates; provision made for crediting excess 
income to depreciation reserve and to utility consumers in 
the form of a credit on monthly bill. 


» 


By the Commission: In this opin- 
ion and order ‘““Commission”’ means the 
Public Service Commission of Ken- 
tucky, and “Company” means the 
Kentucky Utilities Company. 

For the past several months the 
Commission has observed closely the 
operating revenues, expenses, and in- 
come of the Company. Despite the 
fact that the Commission during the 
past sixteen months has required the 
Company to inaugurate two very sub- 
stantial rate reductions, it now ap- 
pears that the Company may during 
the calendar year of 1941 have an in- 
come in excess of that amount which 


[9] 129 


the Commission believes to be a fair 
return. The amount of such income 
in excess of that which the Commis- 
sion believes to be a fair return can- 
not be gauged with any precision; in 
fact, when the results of its 1941 oper- 
ations are available, it may be found 
that the Company has not earned any 
amount in excess of a fair return. 
[1] The Commission deems it un- 
wise in view of the unsettled economic 
conditions of the country to require 
the Company to reduce its schedules 
of rates at the present time. The 
Commission is of this opinion be- 
cause it is conceivable that, if rates 
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are lowered during the present un- 
settled economic conditions prevail- 
ing in the country, at some future 
date it might be necessary to change 
the schedules of rates upward. How- 
ever, the Commission believes that it 
is its duty to formulate a plan which 
will fairly dispose of any surplus rev- 
enues which the Company might re- 
ceive from its 1941 operations. 

[2] During the Commission’s in- 
vestigation of the operations of the 
Company, it was disclosed that the 
Company’s reserve for depreciation 
was wholly inadequate, certainly to 
the extent of $1,000,000, and proba- 
bly considerably more than $1,000,- 
000. 

The Commission is of the opinion 
that, if the return from 1941 opera- 
tions is greater than that which the 
Commission believes to be a fair re- 


turn, a part of such difference be- 
tween the amount the Company is en- 
titled to earn and the amount which 
it does earn should be used for the 
purpose of augmenting the inade- 


quate reserve for depreciation. The 
problem which confronts the Com- 
mission is how best to dispose of any 
surplus earnings which the Company 
may have from its 1941 operations 
over and above what the Commission 
believes to be a fair return. 

The Commission has given the mat- 
ter of the depreciation reserve long, 
careful thought, as well as the mat- 
ter of the disposition of any return 
which the Company may earn in ex- 
cess of that which the Commission 
feels that it is entitled to earn. 


This matter has been discussed with 
officials of the Company; and an 
agreement has been reached between 
the Commission and the Company, 
and the Commission being advised, 

It is, therefore, ordered, that for 
the calendar year of 1941 an amount 
of $2,650,000 shall be considered a 
fair and reasonable amount which 
Kentucky Utilities Company is en- 
titled to earn on its properties de- 
voted to the public service, and 

It is further ordered, that any util- 
ity income (return) which accrues to 
Kentucky Utilities Company for the 
calendar year of 1941 in excess of 
$2,650,000 shall be disposed of in the 
following manner: 

(1) To Account No. 250, Reserve 
for Depreciation of Electric Plant, in 
an appropriate subdivision thereof, 
there shall be credited 50 per cent of 
such excess of utility income over 
the established amount of $2,650,000. 

(2) The remaining 50 per cent of 
such excess of utility income shall be 
distributed to the proper classes of 
the Company’s utility customers in 
the form of a credit on the first month- 
ly bill following the determination of 
the amount to be disposed of as repre- 
senting excessive utility income. 

It is further ordered, that the in- 
come determination shall be made as 
promptly after the end of the calendar 
year as is possible after adequate au- 
diting of the revenues, expenses, and 
income for the calendar year of 1941. 

It is further ordered, that the find- 
ings here are not to be in any way 
construed as binding as to any future 
determinations in the subject matter. 





41 PUR(NS) 





RE NORTH SHORE GAS CO. 


SECURITIES AND EXCHANGE COMMISSION 


Re North Shore Gas Company et al. 


[File No. 54-32, Release No. 3131.] 


Security issues, § 13.2 — Exemption under Holding Company Act — Refunding 
bonds. 
1. The issuance of new bonds by a subsidiary of a registered holding com- 
pany to refund existing joint bonds of the subsidiary and an affiliated non- 
utility company, if expressly authorized by the state Commission having 
jurisdiction, is within the scope of the exemption provided by § 6(b) 
of the Holding Company Act, 15 USCA § 79f(b), p. 141. 


Intercorporate relations, § 19.7 — Corporate simplification — Partial compliance 
with Holding Company Act. 
2. The circumstance that dissolution of a chemical company affiliated with 
a gas company (both being subsidiaries of a holding company) may have 
to be held in abeyance for a time is not a fatal objection to a voluntary plan 
of reorganization submitted under § 11(e) of the Holding Company Act, 
15 USCA § 79k, as it is not indispensable (although desirable) that all 
steps necessary for compliance with § 11(b) be taken at one time, p. 142. 


Corporations, § 18 — Voting power — Inequitable distribution. 

3. The voting power of a subsidiary of a registered holding company is 
unfairly and inequitably distributed when common stock which controls 
81.11 per cent of the voting power has no equity from an earnings and 
asset standpoint, while preferred stock representing the entire equity of 
the company controls 18.89 per cent of its voting power; and some plan 
to cure the inequity is in order under § 11 of the Holding Company Act, 
15 USCA § 79k, p. 142. 


Intercorporate relations, § 19.3 — Simplification of holding company system. 
4. To be necessary to effectuate the provisions of § 11(b) of the Hold- 
ing Company Act, 15 USCA § 79k, a voluntary plan submitted under 
§ 11(e) need not be the only solution possible for compliance with § 11 
(b) ; the compulsion is not one of a particular method, but is one of re- 
sult, p. 142. 


Security issues, § 13.3 — Alteration of rights of security holders — Stock can- 
cellation — Reclassification — Voting power. 
5. Common stock having no equity but controlling the voting power of a 
subsidiary of a registered holding company may be canceled, and pre- 
ferred stock of such subsidiary company, including dividend arrears there- 
on, may be reclassified into common, for the purpose of equitably dis- 
tributing voting power among the security holders of such subsidiary 
pursuant to § 11(b)(2) of the Holding Company Act, 15 USCA § 79k 
(b) (2), p. 142. 
Consolidation, merger, and sale, § 22 — Subsidiaries of holding company — 
Interdependent properties. 
6. Acquisition by a gas company of the assets of a chemical company (both 
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being subsidiaries of a registered holding company) was held to be neces. 
sary to effectuate the provisions of § 11(b) of the Holding Company Act, 
15 USCA § 79k(b), as one method of bringing about equitable distribu- 
tion of voting power, where the affairs of the two companies were so 
intermingled that they might be regarded as essentially one enterprise 
in which the principal interests to be dealt with were those (1) of public 
holders of preferred stock of the gas company, (2) of the registered 
holding company, and (3) of the minority interest in the preferred stock 
of the holding company, it further appearing that necessary refunding of 
bonds might not be possible without combination of the companies and 
compromise of various claims which would be effectuated by the acquisi- 
tion, p. 145. 


Corporations, § 22 — Reorganization — Feasibility. 

7. A reorganization plan must be feasible, and it would be senseless and 
futile to undertake a reorganization of a subsidiary of a holding company 
which would involve a mere reallocation of voting rights and would not 
place the company in a position to meet, if possible, maturing joint bonds 
of such company and another subsidiary; it is not the purpose of § 11 
of the Holding Company Act, 15 USCA § 79k, to send forth “cripples 
into the financial world,” p. 146. 


Corporations, § 15 — Dissolution — Unnecessary subsidiaries. 

8. Dissolution of a chemical company, a subsidiary of a registered holding 
company, is necessary to effectuate the provisions of § 11(b) of the Hold- 
ing Company Act, 15 USCA § 79k(b), when the assets of such company 
are acquired by another subsidiary which would, in the absence of such 
dissolution, become a new holding company serving no economic purpose 
but complicating unduly and unnecessarily the structure of the holding 
company system, p. 147. 


Corporations, § 10 — Duties of Federal Commission — Reorganization plan — } 
Compromise of claim, 

9. The Securities and Exchange Commission, in determining whether a i 
reorganization plan submitted under § 11(e) of the Holding Company Uti 

Act, 15 USCA § 79k(e), is fair and equitable, has an independent duty Lou 

to examine its fairness and determine whether a proposed allocation in- of I 
volving the compromise of claims is within the permissible limits of bar- Ilin 
gaining, regardless of the views taken by the parties as to the nature of Far 

the compromise or the fact that all parties have agreed to the compromise, Pre 


147. 
P Ball 


Valuation, § 51.1 — Basis for reorganisation — Anticipated earnings. ferr 
10. The basis upon which a going concern should be reorganized is an in- J mitt 
formed estimate of its reasonably anticipated earnings, p. 151. pany 


Corporations, § 22 — Reorganization — Compromise of claims — Affiliated in- Mar 
terests. Nati 
11. The fairness of the participation awarded to a parent company in the § Chic 
reorganization of its subsidiary must take into account general equitable 
considerations, and the past relationship between the parent and the sub- B 
sidiary is an important factor in that regard; and similar considerations 
affect the determination of the fairness of any settlement of intercompany 
claims, whether for mismanagement or otherwise, p. 156. 
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Corporations, § 22 — Reorganization — Compromise of claims — Affiliated com- 
panies — Consideration of assets free from pledge. 


12. A settlement of intercompany claims primarily on the basis of assets 
free from pledge was held to be appropriate in considering the fairness 
of a settlement as between a subsidiary gas company and a parent holding 
corporation, where bonds of the parent were presently selling on a basis 
which indicated serious doubts as to the availability of any equity after 
satisfying claims of bondholders, and where there were doubtful elements 
in connection with the claims asserted and there were practical difficulties 
and uncertainties which would be attendant upon any attempt to obtain any 
greater concessions by the parent corporation, p. 157. 


Corporations, § 22 — Reorganization — Participation by public stockholders. 
13. A reorganization plan was held to be fair and reasonable notwith- 
standing a provision for participation by public holders of common stock 
apparently having little or no equity, in view of the limited amount in- 


volved, p. 157. 


Security issues, § 1 — Refunding of joint bonds — Affiliated interests. 
Discussion of refunding of joint bonds of a gas company and a chemical 
company, subsidiaries of a registered holding company, upon acquisition 
of assets of the chemical company by the gas company, with a considera- 
tion of debt ratios and provision for retirements, p. 158. 


[November 13, 1941.] 


APPLICATIONS and declarations by registered holding company 


and subsidiaries under § 11(e) and other applicable sec- 
tions of Holding Company Act; various transactions approved. 


APPEARANCES: Francis H. Baldy 
and Lester Nurick, for the Public 
Utilities Division of the Commission; 
Louis S. Hardin and Carl H. Urist, 
of Pam, Hurd & Reichmann, Chicago, 
Illinois, for the applicants; John D. 
Farnham, Charles Kaufman, and 
Preston B. Kavanaugh, of Pope and 
Ballard, Chicago, Illinois, for the Pre- 
ferred Stockholders Protective Com- 
mittee of the North Shore Gas Com- 
pany; Glen A. Lloyd, of Bell, Boyd & 
Marshall, Chicago, Illinois, for City 
National Bank and Trust Company of 
Chicago, Trustee. 


By the Commisston: Applications 
and declarations have been filed with 
the Commission under § 11(e) and 
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other applicable sections of the Pub- 
lic Utility Holding Company Act of 
1935, 15 USCA § 79K (e), with re- 
spect to the recapitalization of the 
North Shore Gas Company (herein- 
after referred to as “Gas Company”), 
the sale of assets of the North Shore 
Coke & Chemical Company (herein- 
after referred to as “Chemical Com- 
pany”), to the Gas Company, the dis- 
solution of the Chemical Company, 
and the refunding by the Gas Com- 
pany of joint bonds of the Gas Com- 
pany and the Chemical Company. In 
connection with the foregoing, it is 
proposed to compromise certain claims 
of the Gas Company against North 
Continent Utilities Corporation (here- 
inafter referred to as “North Conti- 
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nent”), parent of the Chemical Com- 
pany and of the Gas Company, the 
Chemical Company, William A. Baehr 
Organization, Inc., a service company 
subsidiary of North Continent, Wil- 
liam A. Baehr' and the officers and 
directors of the said four corporations 
from 1927 to date. 

After due notice, hearings were 
held. The Preferred Stockholders 
Protective Committee of the North 
Shore Gas Company (hereinafter re- 
ferred to as “committee’’), represent- 
ing approximately 67 per cent of the 
publicly held preferred stock of the 
Gas Company, and City National Bank 
and Trust Company of Chicago, as 
trustee under the indenture of North 
Continent, first lien collateral and re- 
funding 54’s due 1948 (hereinafter 
referred to as ““Trustee’”’), were per- 
mitted to intervene as parties in the 
proceedings.” No other security hold- 
ers appeared at the hearings. Upon 
the record the Commission makes the 
following findings: 


Business of Applicants 


The Gas Company, an Illinois cor- 
poration, is a public utility operating 
company manufacturing and distrib- 


uting manufactured gas to the com- 
munities located along the shore of 
Lake Michigan from the southern 
boundary of Winnetka to the IIlinois- 
Wisconsin state line, and other com- 
munities and rural districts to the west 
thereof. 

The Chemical Company, a Dela- 
ware corporation, organized in 1927, 
owns a coke oven plant located on 
land about a mile from the Gas Com- 
pany’s principal plant at Waukegan, 
Illinois, and is primarily engaged in 
the production of coke oven gas, coke, 
and related by-products. Approxi- 
mately 85 per cent of the gas require- 
ments of the Gas Company is fur- 
nished by the Chemical Company. 

North Continent, a Delaware cor- 
poration, parent of the Gas Company 
and Chemical Company, is solely a 
holding company controlling many 
subsidiaries which operate gas, elec- 
tric, water, and other properties in 
seven states and Canada. 


Capitalization of Applicants 


The following table shows the out- 
standing securities and surplus of the 
Gas Company as of May 31, 1941: 


TABLE I 


Joint first mtg. 4’s due January 1, 19428 
7% Cum. preferred stock ($100 Par) 
Common stock ($25 Par) 

Earned surplus 


Total 


Amounts 
$4,604,000 


Amount Owned Amount Owned 
by North by Public 
Continent and Baehr 

$4,604,000 

2,795,600* 2,731,900 

3,000,000 

407,899 


$10,807,499 


* Excludes preferred dividend arrears in amount of $1,458,371.33, equivalent to $52.16% per 

share, as of May 31, 1941. 
+ Pledged as security for North Continent first lien collateral and refunding 54’s due 1948. 
t Bachr holds $5,000 principal amount of joint bonds and $34,700 par amount of preferred. 





1 President and director of the Gas Com- 
pany, Chemical Company, and North Con- 
tinent, and controlling stockholder of North 
Continent. 
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2 Order of Commission dated April 30, 1941, 
Holding Company Act Release No. 2736. 

8 Hereinafter referred to as “joint bonds.” 
These bonds are the joint and several obliga- 
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The following table shows the out- 
standing securities (other than the 
joint bonds) and surplus of the 
Chemical Company as of May 31, 


basis of the claims of the Gas Com- 
pany proposed to be compromised, it 
is necessary to review the history of 
the relations between the applicant 


1941: companies. 
TABLE II 

Owned by 
North Continent 


Owned 
Amounts by Public 
$1,597,700* 

1,500,000} 


199,350 


4% Debentures due 1942 

7% Cum. preferred stock ($100 Par) 
Common stock and surplus 

Common stock ($1 Par) 

Earned surplus 

Paid in surplus 

Donated surplus 


$ 
1,372,100 
198,150 


1,372,693 
$1,572,043 
$4,669,743 


Total Common Stock and Surplus 


*See footnote 3, supra. 

+Excludes preferred dividend arrears in amount of $171,250, equivalent to $11.413 per share, 
as of May 31, 1941. 

$1,250,000 of this amount pledged as security for North Continent first lien collateral and 


refunding 53’s due 1948. 


The following table shows the out- 
standing securities and surplus of 
North Continent as of May 31, 1941: 


Since the organization of North 
Continent in 1922, it has controlled 
the Gas Company through direct or 


TABLE III 


First lien collateral and refunding 54% 
bonds Series “A” due January 1, 1948 


Advances from subsidiary companies ........ 
Noncumulative convertible preferred stock $7 


dividend, no-par value, 43,828 shares 


Common stock and surplus common stock, no- 


par value, 166,752 shares 
Surplus 

Paid-in 

Earned (since August 1, 1935) 


Total common stock and surplus 


Background of Plan and Necessity 
for Reorganization 


In order to understand the reasons 
for and purposes of the plan and the 


Owned 
by Baehr 


$40,000 


Owned 
by Public 


$3,451,000 


Amounts 


"363,606 
3,842,001 
166,965 


2,588,429 
761,505 


2,979 shs. 
89,654 shs. 


40,849 shs. 
77,098 shs. 


$3,516,899 
$11,213,506 


indirect ownership of all its common 
stock. North Continent in turn has 
been controlled by William A. Baehr, 
who has always been its president and 





tions of the Gas Company and the Chemical 
Company. Under an agreement between the 
two companies the Gas Company assumed the 
obligation to pay the principal and interest on 
the joint bonds. Inter sese the Gas Company 
is liable for $3,006,300 and the Chemical Com- 
panv for $1, gf 700. The Gas Company holds 
$1,597,700 of 4 per cent debentures of the 
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Chemical Company due the same date as the 
joint bonds, but these debentures merely evi- 
dence the obligation of the Chemical Company 
to pay its portion of the interest and principal 
requirements of the joint bonds, and are not 
to be regarded as a liability of the Chemical 
Company over and above its liability on the 
joint bonds. 
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controlling stockholder. His present 
holdings of North Continent stock 
are 89,654 shares of common stock 
(53.76 per cent of the total outstand- 
ing) and 2,979 shares of preferred 
stock (6.8 per cent of the total out- 
standing), giving him 43.99 per cent 
of the voting power of its outstanding 
capital stock. 

By 1926 or before, it became ap- 
parent that the Gas Company’s ex- 
isting gas production facilities were 
becoming obsolete and would soon be 
inadequate to satisfy the needs of the 
rapidly growing territory of the Gas 
Company, and Baehr decided to ob- 
tain a new source of supply for the 
company by the building of a coke oven 
gas plant. Accordingly, on January 
14, 1927, he contracted personally to 
purchase a site for the proposed plant 
for $147,840.4 

Three days later, on January 17, 
1927, the Chemical Company was in- 
corporated under the laws of Delaware 
and Baehr purchased 1,000 shares of 
common of $1 par value, for $1,000 
being the entire amount of the initial 
issue. 

On February 17, 1927, the Gas 
Company entered into a 25-year con- 
tract (hereafter sometimes referred 
to as “Gas Supply Contract”) to pur- 
chase its gas requirements from the 
Chemical Company at a base price of 
60 cents per thousand cubic feet sub- 


ject to certain adjustments depending 
on the cost of coal and labor and on the 
volume of gas purchased. Thereupon 
the Chemical Company sold to North 
Continent $1,250,000 par value of the 
Chemical Company’s $7 preferred 
stock for $1,000,000 principal amount 
of North Continent’s 64 per cent 
debentures and certain other consid- 
erations of a doubtful and intangible 
character. The building of the coke 
oven plant was then financed principal- 
ly by the sale by the Chemical Com- 
pany of such $1,000,000 principal 
amount of debentures of North Conti- 
nent for the net sum of $920,000 and 
the sale of $2,000,000 principal 
amount of the Chemical Company’s 
own 6 per cent first mortgage bonds 
for the net sum of $1,820,000.° In 
addition, the Chemical Company is- 
sued to Baehr $250,000 par value of 
its preferred stock and $199,000 par 
value of its common stock® and gave 
him $1,000 in cash in consideration for 
(a) the plant site owned by Baehr, (b) 
the so-called “preliminary services” 
rendered by Baehr in locating the plant 
site and (c) Baehr’s agreement to pay 
the Chemical Company at the start of 
its operations a sum sufficient to in- 
sure an initial working capital of 
$250,000.7. Baehr subsequently sold 
$250,000 of preferred stock which he 
thus received (accompanied by a “do- 
nation” of common stock) for $250,- 





4Tn addition he agreed in the land purchase 
contract to assume certain obligations with re 
spect to the building and operation of the 
coke oven plant. These obligations were sub- 
sequently assumed by the Chemical Company 
and Baehr has incurred no expense thereun- 


de 


r. 
5 The sales were made to the public through 
underwriters. 

6 Query, whether this stock is validly issued 
and full-paid and nonassessable. 

7In this respect, the agreement provided 
as follows: 
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“The said Baehr agrees—that he will pay to 
the Coke Company a sum equal to the amount 
by which the excess of the proceeds of the 
sale of said $1,000,000 of bonds of the Utili- 
ties Company and said $2,000,000 bonds of the 
Coke Company (to be sold to the Bankers as 
hereinbefore provided) over the cost of con- 
structing said by-products coke oven plant 
shall be less than $250,000, it being intended 
that when said plant is completed the Coke 
Company shall be free from indebtedness ex- 
cept its First Mortgage Bonds and shall have 
in addition $250,000 cash working capital.” 
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000 and in June, 1928, contributed to 
the Chemical Company the sum of 
$102,160, representing the proceeds 
from such sale less the cost of the 
plant site to him. As a result of these 
transactions, Baehr obtained all the 
outstanding common stock of the 
Chemical Company, 200,000 shares® 
each of $1 par value.® The Chemical 
Company obtained $2,842,160 in cash, 
the plant site and certain other benefits 
of adoubtful and intangible kind from 
the issuance of $2,000,000 principal 
amount of its first mortgage bonds, 
$1,500,000 par amount of its pre- 
ferred stock and $200,000 par amount 
of its common stock. 

The coke oven plant was built with 
the funds derived from the above de- 
scribed transactions and since June, 
1928, has been supplying the Gas 
Company with the bulk of its gas re- 


quirements pursuant to the Gas Sup- 
ply Contract as amended at various 
times thereafter.’ 

During the period from 1928 to the 


end of 1936, the earnings of the Gas 
Company declined almost continuous- 
ly, dropping from a reported fixed 
charge coverage of 2.9 times in 1928 
to a coverage of 0.82 times in 1934, 
1.08 times in 1935, and 1.12 times in 
1936. The preferred stock dividends 
of $7 a share were paid in full through 
September 30, 1933, after which quar- 
terly payments of 50 cents a share 
were made through July 2, 1934, the 
last date preferred dividends have been 
paid. As of May 31, 1941, preferred 
dividends arrears were $52.16% a 
share. The earnings of the Chemical 
Company, however, were considerably 
more favorable, fixed charges being 
covered by comfortable margins in all 
years through 1936, except 1932 when 
the coverage was 1.11 times. By 
1936, however, coverage had risen to 
2.82 times. Its preferred stock divi- 
dends were paid in full at the end of 
1937 and as of May 31, 1941, there 
were unpaid preferred stock dividends 
of $11.414 a share. 





8Baehr donated 50,340 shares to persons 
who purchased the preferred stock, and 20,- 
500 shares to other persons. 

9 Thereafter 96 per cent of the common 
stock of the Chemical Company was ex- 
changed by Baehr and his associate via dum- 
my corporations for common and Class A 
stock of North Continent. The committee 
contends that in the purchase of the plant 
site and the incorporation of the Chemical 
Company as a separate corporation, Baehr 
and North Continent improperly availed them- 
selves of a corporate opportunity which be- 
longed to the Gas Company and that there- 
fore Baehr and North Continent must ac- 
count to the Gas Company for the profits real- 
ized thereby. 

The obligations incurred by Baehr in the 
contract to purchase the plant site were as- 
sumed by the Chemical Company. With re- 
gard to the obligation to provide $250,000 of 
working capital for the Chemical Company, 
Baehr testified that he did not remember 
whether he had incurred any expense under 
this obligation. 

10The Gas Supply Contract was adhered to 
from June 1, 1928, to December 1, 1930. On 
January 1, 1931, due to the large amount of 
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coke in stock at the Chemical Company’s 
yard, the Chemical Company invoked a clause 
in the Gas Supply Contract, which allegedly 
excused it from performance in the event that 
conditions beyond its control made perfor- 
mance difficult or impossible, and reduced its 
gas operations to avoid piling up more coke. 
As a result, from January 1, 1931, to March 
31, 1932, the price of gas was arbitrarily 
fixed at 50.687 cents per thousand cubic feet, 
and the Gas Company paid $31,384 more than 
it would have if the Gas Supply Contract had 
been operative. From April 1, 1932, to Jan- 
uary 31, 1935, the original contract was main- 
tained. On February 1, 1935, the Chemical 
Company, without a formal amendment of 
the contract, reduced the base price of gas 
6 cents per thousand cubic feet. On Decem- 
ber 12, 1936, the contract was formally amend- 
ed to provide for the said 6 cents reduction. 
On June 1, 1938, the contract price was again 
reduced to provide for an initial block price 
of 45 cents per thousand cubic feet. During 
the period from 1928 through 1939, inclusive, 
the Gas Company paid $627,911 less under the 
contract as amended than it would have paid 
if the original contract price had never been 
changed. 
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In 1936, due to the insecure finan- 
cial condition of the Gas Company, its 
record of declining earnings, the exist- 
ence of the Gas Supply Contract™ and 
the accumulated dividend arrears on 
its preferred stock, the Gas Company 
found itself unable to refund its first 
mortgage 5 per cent bonds outstand- 
ing in the principal amount of $3,- 
855,000, due January 1, 1937. 

In order to refund these bonds it 
was necessary to make the Chemical 
Company a party to the financing as 
that company then enjoyed a good 
credit rating. The Chemical Com- 


pany and Gas Company issued $5,- 
100,000 of their joint bonds due Janu- 
ary 1, 1942, with the proceeds of 
which, together with other funds, the 
Gas Company retired its first mort- 
gage 5’s and the Chemical Company 
refunded its outstanding $1,432,000 


principal amount of 6 per cent first 
mortgage bonds due 1947 at 103 per 
cent. 

It was recognized that the issuance 
of the joint bonds, which had a 5- 
year maturity, was only a temporary 
solution to the financial problems fac- 
ing the Gas Company, and that both 
companies would soon thereafter be 
facing another maturity. 

The Preferred Stockholders Com- 
mittee of the Gas Company was 
formed on July 22, 1940, and there- 
after entered negotiations with the ap- 
plicants with regard to a comprehen- 
sive plan of reorganization for the 
Gas Company. They were faced with 
the following problems: 





11 Robert Mason of the Central Republic 
Company, investment bankers for the Gas 
Company, testified that certain questions had 
been raised by investment dealers with respect 
to the Gas Supply Contract which would 
have jeopardized the possibility of refunding 
the bonds. 


(a) The most immediate problem 
was the necessity of refunding the 
joint bonds which mature on January 
1, 1942. The issuance of further 
joint bonds was deemed impracticable 


and perhaps violative of the provisions ] 


of the Holding Company Act. The 
possibility of separate financing by 


each company of its portion of the | 


joint debt was likewise discarded be- 


cause of the probable inability of the | 


Gas Company so to refund, and the 
question which had arisen with respect 
to the Gas Supply Contract. The 
most practical solution was deemed to 
be the sale of the assets of the Chemi- 
cal Company to the Gas Company, and 
the issuance of new bonds by the Gas 
Company alone. In this connection, 
it was necessary to dispose of the 
claims arising out of alleged misman- 
agement which had been asserted by 
the committee on behalf of the Gas 
Company. For if the claims have 
substance, they must in some way be 
taken into account in determining the 
relative values of the assets of the 
Gas Company and the Chemical Com- 
pany. 

(b) A further problem was the ac- 
cumulated dividend arrears on the pre- 
ferred stock of the Gas Company. 

(c) It was necessary for the Gas 
Company equitably to distribute vot- 
ing power among its security holders 
in order to comply with the require- 
ments of § 11(b)(2) of the act, 15 
USCA § 79k (b) (2). 

The negotiations between the com- 
mittee, the applicants (and later the 
Trustee) culminated in a plan of re- 
organization which has been filed by 
the applicants with us under § 11(e) 
of the act. The plan is designed: 
(a) to simplify the corporate struc- 
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ture of the Gas Company so that only 
common stock will be outstanding; 
(b) to distribute voting power fairly 
and equitably among the security hold- 
ers of the Gas Company in accordance 
with § 11(b)(2) of the act; (c) to 
sll to the Gas Company the principal 
assets of the Chemical Company; (d) 
as an incident to the matters referred 
to above, to compromise and release 
certain claims of the Gas Company 
against North Continent, Chemical 
Company, William A. Baehr Organi- 
zation, Inc., and the officers and di- 
rectors of the said four corporations 
from 1927 to date; (e) to refund the 
joint bonds by issuance of securities 
of the Gas Company alone; and (f) 
to liquidate and dissolve the Chemical 
Company upon refunding the joint 
bonds. 


Summary of Plan 


The plan contemplates that the Gas 
Company will be recapitalized so that 
its stock will consist of common stock 
only, of $15 par value. Part of this 
new common stock is to be issued to 
the public preferred stockholders of 
the Gas Company in exchange for 
their preferred stock. The balance is 
to be issued for the principal assets of 
the Chemical Company, which the 
Gas Company will acquire subject to 
the joint bonds. The Chemical Com- 
pany is to be dissolved and its assets, 
which will consist for the most part 
of new common stock of the Gas Com- 
pany, will be distributed in kind to 


its stockholders, except that, North 
Continent will receive nothing on ac- 


count of its holdings of common stock 
of the Chemical Company and because 
of the compromise of the claims the 
shares of new common stock of the 
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Gas Company which would be distrib- 
utable with respect to its unpledged 
holdings of preferred stock of the 
Chemical Company will be distributed 
to the public preferred stockholders of 
the Gas Company instead of to North 
Continent. On account of compro- 
mise of the claims North Continent al- 
so will surrender for cancellation its 
holdings of the present common and 
preferred stock of the Gas Company 
without receiving any of the new com- 
mon stock therefor, and, Baehr will 
distribute to the public preferred 
stockholders of the Gas Company an 
amount in cash, and the shares of new 
common stock issuable with respect 
to certain shares of preferred stock 
of the Gas Company held by him. The 
joint bonds are to be refunded—im- 
mediately if possible. The program 
is outlined more precisely below. 

1. North Continent and the Trustee 
shall surrender to the Gas Company 
for cancellation all of the Gas Com- 
pany’s outstanding common. stock, 
which is presently pledged under the 
North Continent indenture. North 
Continent shall also surrender to the 
Gas Company for cancellation its 
holdings of the preferred stock of the 
Gas Company amounting to 637 
shares. These are not pledged under 
its indenture. 

2. The Gas Company shall issue 
77,314 new common ex- 
change for the 27,319 publicly held 
shares of its preferred stock includ- 
ing the unpaid dividends thereon. 


shares in 


3. Immediately following the re- 
capitalization of the Gas Company, 
the Chemical Company will sell to the 

121f refunding of the joint bonds has to be 
delayed, dissolution of the Chemical Compa- 
ny will also be delayed. 
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Gas Company all its assets subject to 
its liabilities, with the exception of 
$45,000 in cash and its investments 
in two nonutility subsidiaries, in ex- 
change for 57,041 new common shares 
of the Gas Company (approximate- 
ly 42.46 per cent of the shares to be 
outstanding). 

4. North Continent owns 13,721 
shares of preferred stock of the Chem- 
ical Company of which 1,221 shares 
are not pledged under the indenture 
of North Continent. Upon the liqui- 
dation of the Chemical Company, as 
set forth hereinafter, North Continent 
would be entitled to receive 4,643 
shares of new common stock of the 
Gas Company on account of its hold- 
ings of these 1,221 unpledged shares. 
North Continent will waive its rights 
to receive these 4,643 shares of new 
common stock of the Gas Company, 
and North Continent and the Chemi- 
cal Company have agreed to deliver, 
or cause to be delivered, pro rata, to 
the public holders of the preferred 
stock of the Gas Company, these 4,643 
shares of new common stock of the 
Gas Company. 

5. In addition, William A. Baehr 
(president and director of North Con- 
tinent, Gas Company, and the Chemi- 
cal Company, and controlling stock- 
holder of North Continent) in con- 
sideration of the settlement, compro- 
mise and release of the claims of the 
Gas Company against the officers and 
directors of the Gas Company, of the 
Chemical Company, of North Conti- 


nent, and of the William A. Baehr | 
Organization, Inc., from 1927 to date 
will (a) pay $2.50 a share in cash to 
the public holders of the 26,972 shares 
of preferred stock of the Gas Com. | 
pany, or the sum of $67,430, and (b) | 
distribute pro rata to such holders 74] | 
new common shares to be received by | 
him on account of 247 of the 347 | 
shares of preferred stock of the Gas | 
Company owned by him. F 

6. Therefore, upon consummation § 
of the foregoing steps each publicly | 
held share of the preferred stock of the | 
Gas Company will be exchanged for } 
approximately 3,027 new common | 
shares of the Gas Company and $2.50 | 
in cash. 

7. The plan states that the afore- 
said provisions reflect an over-all set- 
tlement and compromise of the con- 
flicting views of the applicants, the 
committee, and the Trustee as to the 
mismanagement claims of the Gas 
Company, and as to the relative values 
of the Gas Company and the assets 
of the Chemical Company proposed 
to be sold; and that upon consumma- 
tion of the plan, the said claims will 
be released and discharged. 

8. Immediately after the recapitali- 
zation of the Gas Company and the 
sale of the Chemical Company assets 
as aforesaid, the Gas Company will 
refund the joint bonds by the issuance 
of $3,700,000 principal amount of 20- 
year first mortgage bonds and $700, 
000 principal amount of serial notes 
to mature $50,000 semiannually.” 





13 The liabilities other than the debentures, 
are to be assumed by the Gas Company. The 
debentures, all of which are owned by the 
Gas Company, and are described in footnote 3, 
supra, are to be canceled. 

14 No provision is made for adjustment for 
net current position as of the closing date. 
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The allocations under the plan are based up- 
on May 31, 1941 figures. 

16 Scrip certificates will be issued for frac- 
tional shares. 

16 The plan states that in view of possible 
changes in market conditions prior to the 
consummation of the plan, it may become ad- 
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The plan states that if it becomes im- 
possible or inadvisable to refund the 
joint bonds, it is nevertheless intended 
to consummate steps 1 through 7, 
above, namely, the recapitalization of 
the Gas Company, the sale of the 
Chemical Company assets, and the 
compromise of the claims. 

9, As soon as convenient after the 
consummation of the above steps, the 
Chemical Company shall be liquidated 
and dissolved, upon which each of the 
public holders of the common stock 
shall receive $5 per share,” and each 
preferred stockholder including North 
Continent shall receive per share $7.45 
in cash,?® 3.8 shares of new common 
stock of the Gas Company” and one 
share each of the two nonutility sub- 
sidiaries of the Chemical Company, 
North Continent Mines, Inc., and the 
S. W. Shattuck Chemical Co., Inc. 


The plan provides that the reor- 
ganized Gas Company will have nine 
directors, five of whom will have been 


approved by the Committee and four 
by North Continent.” The plan is 
subject to the approval of two-thirds 
of the preferred stock of the Gas Com- 
pany voting as a class, all the com- 
mon stock of the Gas Company,” a 
majority of the common and pre- 
ferred stock of the Chemical Com- 
pany,” a majority of the outstanding 
shares of preferred stock of the Chem- 
ical Company exclusive of the shares 
owned by North Continent, and the 
directors of the applicants,™ and the 
Illinois Commerce Commission. The 
assent of the Trustee under North 
Continent’s indenture will also be nec- 
essary. 


Scope and Applicability of § 11 (e) 
[1] As we have seen, the plan has 
been presented to us as a voluntary plan 
of reorganization under § 11(e) and 
other applicable sections of the Hold- 
ing Company Act. The plan con- 
templates refunding of the existing 





visable to change the terms or character of the 
new securities to be issued. Security holders, 
by consenting to the plan, consent to the is- 
suance of such new bonds and notes, and to 
such provisions in the bond indenture and 
note agreement as the board of directors of 
the Gas Company (subject to the approval of 
the committee and Trustee) shall deem ad- 
visable, subject only to the following limita- 
tions: (a) The principal amount of securi- 
ties to be issued shall not exceed the prin- 
cipal amount of the joint bonds to be refund- 
ed, (b) the interest rate on the new bonds and 
the average interest rate on the new notes 
shall not exceed 44 per cent per annum, (c) 
the total discount, if any, on the new securities 
shall not exceed 5 per cent of the total prin- 
cipal of said securities, and (d) the premium 
payable upon redemption of any such new 
securities shall not exceed 8 per cent of the 
principal amount. Any such changes would 
be subject to the exercise of our jurisdiction, 
as hereinafter specified. 

17 North Continent is to receive no distribu- 
tion upon its holdings of the common stock 
of the Chemical Company. 


18 North Continent, however, is to receive 
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a corresponding credit in lieu of cash, as 
hereinafter discussed. 

19 Scrip certificates will be issued for frac- 
tional shares. 

20In the event any of the persons named 
in the plan as a proposed director prior to 
election becomes unavailable for election as 
a director, then such substitute shall be elected 
as shall be approved by the applicants and 
committee. 

21 All the common stock of the Gas Com- 
pany and 12,500 shares of the preferred stock 
(83.33 per cent) of the Chemical Company 
are pledged by North Continent under its in- 
denture. The provisions of the indenture 
provide that North Continent shall have the 
right to vote pledged stock with the same 
force and effect as though such stock were 
not subject to the indenture; provided that 
the Trustee may, at its discretion, impose any 
limitations upon such voting power (except 
as to the election of directors) which it may 
deem necessary to insure the performance of 
any convenants contained in the indenture. 

22 See footnote 21, supra. 

23 There are 909 shares of preferred stock 
outstanding exclusive of the shares held by 
North Continent and the directors. 
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joint bonds, immediately, if possible.™ 
The necessity for providing for the 
maturity of these bonds appears to 
have been one of the principal fac- 
tors in inducing the parties to come 
to an agreement on the plan. On 
the other hand, it is recognized that 
there can be no positive assurance 
that refunding can be accomplished 
on the basis presently contemplated, 
and, accordingly, the features of the 
plan which can be accomplished with- 
out refunding are severable from the 
provisions regarding refunding and 
dissolution of the Chemical Com- 
pany. Under these circumstances, 
we believe that the issuance of new 
bonds by the Gas Company to re- 
fund the existing joint bonds will be 
“solely for the purpose of financ- 
ing the business” of the Gas Com- 
Company as a public utility company 
and, if expressly authorized by the 
Illinois Commerce Commission, with- 
in the scope of the exemption provided 
by § 6 (b), 15 USCA § 79f (b). The 
holders of the existing joint bonds 
will, of course, receive full payment 
in the event of the refunding. As a 
matter of procedural convenience, we 
believe that it is appropriate to present 
the problems incident to the refunding 
of these bonds as a part of the ap- 
plication under § 11(e) whether or 
not they are to be regarded as a part 
of the plan. In any event, these prob- 
lems are entirely distinct from the is- 
sues relating to the matter of fair and 
equitable treatment of the other in- 
terests affected by the plan, and we 
shall accordingly omit the proposed 


refunding from our discussion of the 
applicability of § 11(e) to the pro- 
posed transaction. 

[2] A voluntary plan of reorgani- 
zation may be approved where (1) it 
is necessary to effectuate the provi- 
sions of § 11(b), and (2) it is fair 
and equitable to the persons affected 
thereby. As it is not indispensable 
(although of course it is desirable) 
that all steps necessary for compliance 
with § 11(b) be taken at one time, the 
circumstance that dissolution of the 
the Chemical Company may have to 
be held in abeyance for a time is not 
a fatal objection to the plan. 

We shall now proceed to consider 
whether the recapitalization of the 
Gas Company, the sale of the Chemi- 
cal Company assets, the compromise 
of the claims, and the liquidation of 
the Chemical Company can be said 
to be necessary to effectuate the provi- 
sions of § 11(b), and, in a subsequent 
portion of this opinion will consider 
whether the plan as proposed is fair 
and equitable to the persons affected 
thereby. 

[8-5] Section 11(b) (1) is the so- 
called geographical integration section 
and has no application to this plan. 
Section 11(b)(2) directs the Com- 
mission to require action designed to 
insure that the corporate structure or 
continued existence of any company 
in a holding company system does not 
unduly or unnecessarily complicate the 
structure or unfairly or inequitably 
distribute voting power among secu- 
rity holders of such system.” The 
applicants state that the voting power 





24As heretofore stated the plan provides 
that if it shall be impossible or inadvisable to 
refund the joint bonds those parts of the 
program which relate to the recapitalization 
of the Gas Company, sale of assets of the 
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Chemical Company, and compromise of the 
claims shall nevertheless be consummated. 
Dissolution of the Chemical Company would 
necessarily be held in abeyance. 

25 Section 11(b)(2) also provides: “Ex- 
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of the Gas Company is inequitably 
distributed, and that the proposed 
transactions are necessary for the pur- 
pose of curing this inequity. 

The following table sets forth his- 
torical earnings of the Gas Company 
per books for the years 1931 to 1940, 
and for the twelve months ended May 
31, 1941, and estimated earnings as 
computed by J. W. Sykes (chief en- 
gineer of William A. Baehr Organiza- 
tion, Inc., witness for the applicants) : 


there were preferred stock dividend 
arrears of $1,458,371. 

Both historical and estimated earn- 
ings of the Gas Company have been 
determined on the basis of a cost of 
gas to the Gas Company as called for 
by the Gas Supply Contract,” which 
has been assailed by the committee as 
unfair to the Gas Company. How- 
ever, even if we assume that the Gas 
Supply Contract is subject to renego- 
tiation and we adjust the estimated 


TABLE IV 


Net income 


or (loss) 
Available for 
Pfd. and Common 


$256,997 


12 Months Ended 


Balance 
Available 
for Common 


$53,956 


Preferred 
Dividend 
Requirements 

$203,041 


Dec. 31, 1931 
1932 


1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
May 31, 1941 
Dec. 31, 1941 (Estimated) 26 
1942 (Estimated) 26 


189,133 
84,839 
(41.683) 
17,735 
26,647 
(51,465) 

(87) 
36,831 
37,136 
49,821 
78,915 
97,894 

111,554 


195,259 
195,665 
195,692 
195,692 
195,692 
195,692 
195,692 
195,692 
195,692 
195,692 
195,692 
195.692 
195,692 


(6,126) 
(110,826) 
(237,375) 
(177,957) 
(169,045) 
(247,157) 
(195,779) 
(158,861) 
(158,556) 
(145,871) 
(116,777) 

(97,798) 
(84,138) 


1943 (Estimated) 26 


The table shows that there has been 
no income available for the common 
stock since 1931, that the company 
operated at a loss in 1934, 1937, and 


1938, and that in no year since 1931 
the 


earned in full. 


preferred dividend been 
As of May 31, 1941, 


has 


earnings of the Gas Company to re- 
flect a saving of 5 cents per thousand 
cubic feet,”® the net income for the cur- 
rent year and the 1942 and 1943 es- 
timates would still be substantially less 
than the preferred dividend require- 
ments. On that basis the estimated net 
income of the Gas Company for the 





cept for the purpose of fairly and equitably 
distributing voting power among the security 
holders of such company, nothing in this 
paragraph shall authorize the Commission to 
require any change in the corporate structure 
or existence of any company which is not a 
holding company, or of any company whose 
principal business is that of a public-utility 
company.” In view of the fact that our find- 
ing here is predicated upon the inequitable 
distribution of voting power of the Gas Com- 
pany, it is not necessary to consider whether 
the aforesaid proscription upon action which 
may be required by the Commission under 
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§ 11(b)(2) is also a proscription upon vol- 
untary action under § ll(e). 

26 The estimated earnings are unduly favor- 
able to the common stock in that a saving in 
fixed charges has been assumed, although re- 
funding of the existing joint bonds is ad- 
mittedly impossible or highly improbable 
while the separate corporate existences of 
the Chemical Company and Gas Company 
continue. 

27 Except as noted in footnote 10, supra. 

28 We have used the figure of 5 cents per 
thousand cubic feet in this assumption because 
it is the highest figure suggested by the com- 
mittee as the present measure of unfairness. 
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year ended 1943 would be $165,996, 
which falls short of the preferred 
stock dividend requirements of $195,- 
692 by $29,696. 

The balance sheet of the Gas Com- 
pany as of May 31, 1941, is included 
in Appendix A [omitted here]. It 
shows an equity per books of $3,407,- 
900 for the common stock before giv- 
ing effect to the accrued dividend ar- 
rears on the preferred stock of $1,- 
458,371. The Gas Company now 
carries its “Utility Plant’ account at 
a gross figure of $10,279,449 of 
which $3,823,716 is stated by the 
company to be the excess of book 
value over original cost, and is car- 
ried in a “Utility Plant Adjustment 
Account.” * 

The Illinois Commerce Commission 
has not passed on the amounts set 
forth in these accounts but as part of 
the plan the Gas Company proposes 
to eliminate such excess of $3,823,- 
716 from its “Utility Plant” ac- 
count.” 

Giving effect to these adjustments, 
the book equity available for stock- 
holders as of May 31, 1941, may be 
stated as shown in the following table: 


TABLE V 
Utility plant, per books 


Less: 
proposed write-offs .. $3,823,716 


Accrued depreciation 1,359,242 


$10,279,449 


5,182,958 


ee 


$5,096,491 


Plus: 
Investment in Chemi- 
cal Company 4% 
@ cost $1,549,769 
286,000 


167,102* 


Debentures 
Net current assets ... 
Other assets 
2,002,871 


$7,099,362 
Deduct : 


4% Joint Mortgage 


Balance for stocks $2,495,362 


ess: 
Preferred stock (par 
value) 
Preferred stock divi- 
dend arrears 
——_ 4,253,971 


Deficit coverage for 
common stock $(1,758.609) 


* Includes bond discount and expense of 
$63,225 and other deferred charges in the ag- 
gregate amount of $65,603. 

It is thus apparent that from both 
an earnings and asset standpoint 
there is no equity available for the 
common stock which controls 81.11 
per cent of the voting power of the 
Gas Company. The preferred stock, 
which represents the entire equity of 





29 These accounts are stated in accordance 
with the requirements of the Uniform System 
of Accounts, prescribed by the Illinois Com- 
merce Commission, which requires that the 
utility properties shall be stated at original 
cost (estimated if not known) at the date 
first devoted to utility scrvice and that the 
difference between the book value of such 
property and the original cost shall be segre- 
gated in separate accounts to be depreciated, 
amortized or otherwise disposed of as the 
Illinois Commerce Commission may approve 
or direct. 

30 The Gas Company states that its state- 
ments with respect to the proposed write-off 
of $3,823,716, although believed to be sub- 
stantially correct, may not be absolutely cor- 
rect since the transactions concern for the 
most part predecessor companies, the records 
of which are incomplete. An analysis of the 
available details shows that of this amount 
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(1) the sum of $3,698,135 represents the par 
value of capital stock and the face amount of 
notes (less certain deductions for tangible 
items) which were issued to former officers, 
directors, and stockholders of predecessor 
companies of the Gas Company for franchise 
rights in the cities of Waukegan, Winnetka, 
and Zion; (2) the sum of $222,274 represents 
unamortized debt discount and expense on, 
and, premiums paid on redemption of, bonds 
no longer outstanding, which discount, ex- 
pense and premiums were capitalized during 
the years 1901 to 1913; and (3) a credit 
item of $96,693 concerning which there is 
no information available. Irrespective of 
how the accounting problems involved may 
be disposed of by the Illinois Commerce Com- 
mission, we are satisfied that for the purposes 
of this proceeding no value may be ascribed 
to these franchises and other items involved 
in the proposed write-off. 
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the company, controls 18.89 per cent 
of its voting power. 

We conclude, therefore, that the 
voting power of the Gas Company is 
unfairly and inequitably distributed 
and that some plan [either voluntary 
under § 11(e), or imposed by order 
of the Commission under § 11(b) 
(2)] to cure the inequity is in order. 

To be “necessary to effectuate the 
provisions of § 11(b)” a voluntary 
plan need not be the only solution pos- 
sible for compliance with §11(b) ™ 
The compulsion is not one of a partic- 
ular method, but is one of result. In 
proceedings under § 11(b)(2) we 
have recognized that compliance there- 
with may be effected by one of alter- 
native methods and have permitted the 
company in question, in its discretion, 
to choose the desired method of com- 
pliance.™ 

For the purpose of curing inequi- 
table distribution of voting power here, 
it is proposed among other things to 
cancel the common stock and reclassi- 
fy preferred into common. As we 
have seen, there is no equity for the 
common stock and its cancellation 
may properly be considered as _nec- 


essary for the purpose of equitably 
distributing voting power. Cancella- 
tion of the common stock leaves the 
existing preferred stock senior to no 
other class of stock. Therefore, the 
reclassification of the preferred, in- 
cluding dividend arrears, into new 
common, merely constitutes recogni- 
tion of the true character of the pre- 
ferred stock and has no material ef- 
fect upon the rights of the preferred 
stockholders. To allow the preferred 
stock nominally to remain a preferred 
stock, where it would have all the at- 
tributes of common stock and be pre- 
ferred as to nothing, would be to al- 
low an absurdity in terms. 

The plan further provides that the 
principal assets of the Chemical Com- 
pany be conveyed to the Gas Company 
and that the latter issue to the Chemi- 
cal Company approximately 42.46 per 
cent of the new common stock.** Such 
amount of new common stock so al- 
located to the Chemical Company re- 
flects compromise of the claims of the 
Gas Company. The practical reasons 
which have led to this solution may be 
briefly summarized as follows: 

[6] The record in this proceeding 





81In Re Columbia Gas & E. Corp. (1941) 
37 PUR(NS) 288, 308, Holding Company 
Act Release No. 2477, in indicating that a 
plan of reorganization under § 11(e) which 
provided that the transfer of three wholly 
owned subsidiaries of Atlantic Seaboard Cor- 
poration, a registered holding company, to 
Columbia Gas and Electric Corporation was 
appropriate to meet the so-called great-grand- 
father clause in § 11(b) (2), we stated: 
“While the end thus sought to be attained 
might, under the circumstances, be accom- 
plished by other means, since the purposes of 
the act will be achieved and the methods of 
accomplishment are not inconsistent with the 
letter or spirit of the act, we will approve 
this aspect of the plan.” See also, Re North 
American Co. 4 SEC 434, Jan. 30, 1939. 

82See Re Northern New England Co. 
Holding Company Act Release No. 2737, May 
3, 1941, where in order to require compliance 
with § 11(b) (2), we ordered New England 


[10] 
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Public Service Company, a registered hold- 
ing company, to take one of two alternative 
steps; namely, either to recapitalize on a com- 
mon stock basis, or to liquidate its affairs 
and distribute its assets. In so ordering, we 
stated: “In permitting liquidation of the 
company in lieu of a one-stock plan of recap- 
italization, we have recognized the possibility 
that security holders may prefer liquidation 
to recapitalization and that this course of ac- 
tion would obviously effectuate the simplifica- 
tion of the holding company system contem- 
plated by § 11(b)(2).” See also Re Electric 
Bond & Share Co. Aug. 23, 1941, Public Util- 
ity Holding Company Act Release No. 2962. 

83 As we have seen all liabilities of the 
Chemical Company are to be assumed by the 
Gas Company except that the debentures of 
the Chemical Company held by the Gas Com- 
pany and referred to in footnote 3, supra, are 
to be canceled. 
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indicates that it is improbable that the 
joint bonds of the Gas Company and 
the Chemical Company, which mature 
January 1, 1942, could be refunded 
unless the two companies are combined 
in some way and the claims compro- 
mised. At best, it seems that fur- 
ther joint bonds might be issued on- 
ly at excessive cost to the companies. 
An examination of the affairs of the 
two companies reveals the persuasive 
reasons for this conclusion. The ac- 
tual operations of the various prop- 
erties are interdependent. The Gas 
Company is presently dependent on the 
Chemical Company as a source of 
supply; the Chemical Company is de- 
pendent upon the Gas Company as a 
market for one of its two principal 
products. The two companies are fi- 
nancially interdependent by reason of 
the Gas Supply Contract and their joint 
and several liabilities under the joint 
bonds. Thus, each company is nec- 
essarily concerned with the solvency 
of the other. The many modifications 
of the Gas Supply Contract and the 
contention of the committee that the 
contract is subject to rescission are evi- 
dences of the unsatisfactory relation- 
ship which presently exists because of 
the problem of satisfying conflicting 
interests, namely, those of the pre- 
ferred stockholders of the Gas Com- 
pany and of the security holders of the 
Chemical Company. Finally, it is es- 
timated that a combination of the two 
companies will result in a $31,000 sav- 
ing in expense through a reduction of 
employees, taxes, service charges, and 
the like. 

The affairs of the two companies 


are so intermingled that to deal realis- 
tically with an equitable distribution 
of voting power among the security 
holders of the Gas Company, we may 
regard the Gas Company and Chemi- 
cal Company as essentially one enter- 
pris. in which the principal interests 
to be dealt with are those (1) of the 
public holders of preferred stock of 
the Gas Company, (2) of North Con- 
tinent as holder of approximately 92 
per cent of the preferred stock of the 
Chemical Company, and (3) of the 8 
per cent minority interest in the pre- 
ferred stock of that company. The 
plan, as proposed here, is based upon 
that realistic concept of the essential 
unity of the two companies. 

Under the foregoing circumstances, 
we conclude that the taking over of 
the assets of the Chemical Company, 
while possibly not the only method of 
accomplishing the statutory purpose 
of bringing about equitable distribu- 
tion of voting power among security 
holders of the Gas Company, is the 
method which appears to be most con- 
sistent with the interests of the in- 
vestors involved, and the carrying out 
of the objectives of the act. Ac- 
cordingly, we find that this action is 
necessary to effectuate the provisions 
of § 11(b). 

[7] Once it appears that reorgani- 
zation is the appropriate method of 
bringing about a fair and equitable 
distribution of voting power, the prin- 
ciple becomes applicable that the re- 
organization plan must be feasible. In 
this instance, it would be senseless and 
futile to undertake a reorganization 
of the Gas Company which would in- 





841t is the declared policy of the act, in 
accordance with which all the provisions of 
the act shall be interpreted, to eliminate the 
evils and to mect the problems arising “when 
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. . .. there is lack of economy of manage- 
ment and operation of public utility compa- 
nies or lack of efficiency and adequacy of 
service rendered by such companies, or lack 
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yolve a mere reallocation of voting 
rights, and would not place the com- 
pany in a position to meet, if possible, 
the maturing joint bond issue. We 
are satisfied that it is not the purpose 
of § 11(e) or § 11(b)(2) any more 
than it is the purpose of the Bankrupt- 
cy Act, to send forth cripples into 
the financial world. We find, there- 
fore, that a recapitalization of the Gas 
Company, the sale of the Chemical 
Company assets, and a compromise 
of the claims are “necessary to effec- 
tuate the provisions” of § 11(b). 
[8] Upon the sale of its assets the 
Chemical Company will become a 
holding company by virtue of its ac- 
quisition of 57,041 shares of the new 
common stock of the Gas Company 
representing about 42.46 per cent of 
the new common stock to be outstand- 
ing.*® Thus there will have been 
created a new holding company in the 
North Continent system,’ which 
serves no economic purpose and, on 
any functional basis, may be consid- 
ered to complicate unduly and unnec- 
essarily the structure of the North 
Continent system.*® We find, there- 
fore, that the dissolution of the Chemi- 


cal Company® is also necessary to 
effectuate the provisions of § 11(b). 


Allocations under the Plan Embody 
Compromise of the Claims 


[9] We must also consider under 
§ 11(e) whether the aforesaid pro- 
gram is “fair and equitable.” The 
plan states that the over-all allocation 
of securities proposed here represents 
a compromise, both of the mismanage- 
ment claims and of the conflicting 
views of value of the various parties.” 
Consequently, there is nothing in the 
plan to indicate what portion of the al- 
location represents the consideration 
for the compromise of the claims and 
what portion represents the considera- 
tion for the sale of the Chemical Com- 
pany assets. Indeed, at the hearing, 
the parties themselves did not agree as 
to just what constitutes the considera- 
tion for the compromise of the 
claims.*! Regardless, however, as to 
the views taken by the parties as to 
the nature of the compromise or the 
fact that all parties have agreed to the 
compromise, it is our independent duty 
to examine its fairness and determine 
whether the proposed allocation is 
within the permissible limits of bar- 





of effective public regulation, or lack of econ- 
og in the raising of capital.” Section 1(b) 
c 


85 See Price v. Spokane Silver and Lead 
Co. (1938) 97 F(2d) 237, 247. 

36 Section 2(a) (7). 

_ The Gas Company will become a subsid- 
lary of the Chemical Company which in turn 
will be a subsidiary of North Continent. 

- Re Columbia Gas & E. Corp. (1941) 37 
PUR(NS) 288, Holding Company Act Re- 
lease No. 2477; Re Electric Bond & Share 
Co. Holding Company Act Release No. 2962, 
Aug, 23, 1941. 

89See Re North American Co. Holding 
a Act Release No. 2832, June 20, 


40Cf. American Brake Shoe & Foundry Co. 
v. Interborough Rapid Transit Co. (1939) 26 
F Supp 954. 
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41 Counsel for the applicants and Trustee 
state that the cancellation of the 637 shares 
of preferred stock of the Gas Company held 
by North Continent, and the donation by 
North Continent of the 4,643 unpledged shares 
of new common stock of the Gas Company, 
which it would be entitled to receive upon the 
liquidation of the Chemical Company, repre- 
sent the consideration for the compromise of 
the claims (in addition to the payment by 
Baehr, which is specifically allocated to the 
compromise of the claims against himself and 
the other officers and directors of the various 
corporations). However, Charles B. Kauf- 
man, an attorney for the committee, states that 
the entire allocation represents an over-all 
compromise, but adds that there is a difference 
of opinion on this subject among the attorneys 
for the committee. 
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gaining.” To this end we shall pro- 
ceed to consider the evidence regard- 
ing the relative value of the assets of 
the two companies exclusive of 
claims and the nature of the claims as- 
serted. 


Relative Value of Assets Exclusive 
of Claims 
The following table shows, as of 
May 31, 1941, the net book value* 
of the assets of the Chemical Company 
proposed to be sold: 


TABLE VI 


Property account 
Depreciation reserve 


$3,058,909 
694,193 


$2,364,716 
1,597,700 


$767,016 
$53,237 


Net property 
Deduct: Funded debt * 
Add: 


Add: 
Misc. investments 


Deferred charges # 


$543,450 
132,624 


$676,074 


Other net current assets 
Total net current assets 


Net book value of assets to be ac- 


quired by Gas Company $1,497,027 


For the sale by the Chemical Com- 
pany of assets having a net book value 
of $1,497,027 it will receive 57,041 
new common shares of the Gas Com- 
pany having a par value of $855. 
615, and a net book value of $1,544 - 
579." 

If in lieu of the net book value of 
the physical properties of the two 
companies there be substituted in the 
balance sheets the reproduction cost 
new less estimated accrued deprecia- 
tion*’ the result is that the Chemical 
Company transfers an equity amount- 
ing to about $2,654,141 in return for 
new common stock with a book value 
computed on the same basis, of about 
$2,692,421. 

If the book values are broken down 
into their component parts the com- 
position of the assets being sold by 
the Chemical Company differs from 
the composition of the assets which 
will be behind the stock to be received. 
This is indicated by the following 
table: 





42 This follows from our conclusion that 
the sale and compromise are essential ele- 
ments of the plan, which under § 11(e) must 
be found to be “fair and equitable.” More- 
over, apart from the requirements of § 11 
(e), the same result follows from the applica- 
tion of the standards of other provisions of 
the act which relate to the several steps to 
be taken in consummating the plan, such 
standards being also applicable as an incident 
to the approval of a § 11(e) plan. See con- 
curring opinion of Healy, C., in Re Peoples 
Light & P. Vo. (1937) 2 SEC 829, $37, 21 
PUR(NS) 1. 

43 The plan provides that the Chemical 
Company, immediately prior to the sale, will 
make certain eliminations from its asset ac- 
counts, so as to reflect purported original cost. 
However, the existing retirement reserve is 
to be taken over on the books of the Gas Com- 
pany without adjustment. Similarly, the book 
value of assets of the Gas Company are to 
be adjusted so as to reflect purported original 
cost, the existing depreciation reserve to be 
unchanged. Thus, the book values of the assets 
when combined in the Gas Company will reflect 
the purported original cost, and the initial de- 
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preciation or retirement reserve will consist of 
the aggregate of the two existing reserves of 
both companies. Hereinafter we use the ex- 
pression “book value” in the sense indicated 
by the foregoing remarks. As the record be- 
fore us does not enable us to form a depend- 
able judgment as to the adequacy of the ex- 
isting retirement and depreciation reserves, 
whether the book values show original cost 
less straight line depreciation is not decided. 

44 Proportion of joint bonds agreed between 
Chemical Company and Gas Company to be 
discharged by the former, which intercompany 
agreement is evidenced by the Chemical Com- 
pany’s debentures. See footnote 3, supra. 

45 Includes $22,388 unamortized debt dis- 
count and expense. 

46In a dollar for dollar exchange on the 
basis of book value the Chemical Company 
would receive 41.15 per cent of the new com- 
mon stock of the Gas Company instead of 
42.46 per cent as now proposed. 

47 According to a valuation of the reproduc- 
tion cost new less depreciation which was un- 
disputed in the record. 

48In a dollar for dollar exchange on the 
basis of reproduction cost new less deprecia- 
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TABLE VII 


Net property 49 .. 

Cash 

Other net current assets 
Other assets 

Deferred charges 


Totals 


It will be observed from the fore- 
going table that of the Chemical 
Company’s assets being sold, an 
amount of $676,074 or about 45 per 
cent of the total book value, consists 
of quick assets, including $543,450 
incash. In return the Chemical Com- 
pany is to receive stock which has an 
equity of $248,065 in quick assets, 
including $168,035 in cash, or 
about 16 per cent of book value re- 
ceived. 

The following table shows, for the 
periods mentioned, actual and esti- 
mated net earnings, after fixed 
charges, of each of the two compa- 
nies *: together with the percentages 
which the net earnings of each, actual 
and estimated, constitute of the ag- 
gregate of both.” 


Equity in Net Assets of 
Gas Company Received, 
Represented by 42.46% 
of New Common Stock 

$1,261,190 

168,035 

80,030 

15,112 

20,212 


$1,544,579 


Equity in Assets 
Transferred to 
Gas Company 
$767,016 


The reported earnings of the Chemi- 
cal Company have been derived, to an 
important extent, from the sale of gas 
to the Gas Company. The balance of 
the Chemical Company’s earnings have 
been derived from the sale of coke 
and other by-products, a business of 
an industrial nature, as distinguished 
from the more stable nature of a util- 
ity business. Consequently, its earn- 
ings show extensive peaks and val- 
leys from year to year. During the 
year 1941, for example, coke prices 
have been advancing materially due 
principally to scarcity because of Na- 
tional Defense demand. On the other 
hand, estimates of Chemical Company 
earnings for the years 1941, 1942, and 
1943 prepared by the applicants show 
gross income materially less than that 


TABLE VIII 


Percentage of 


Percentage of 
Combined Chemical i 


Combined Combined 


Period Gas Co. 


S ytevaws 19G6240: cocicctescwes Sheds 
12 mos. to 12/31/40 

12 mos. to 5/31/41 

12 mos. to 8/31/41 

Estimated average 1941-43 52 


Total 

93.4% 
66.0% 
66.1% 
70.2% 
57.1% 


Total 
$148,110 
109,366 
146,857 
72,597 
224,015 


Total Co. 5° 
6.6% $138,298 
34.0% 72,230 
33.9% 97 ,036 
29.8% 121,224 


42.9% 127,894 





tion, the Chemical Company would receive 
41.85 per cent of the new common stock of the 
Gas Company instead of 42.46 per cent as now 
proposed. Since we are using here figures 
only for purposes of comparison, there is no 
need to decide how much, if any, weight 
should be given these reproduction cost esti- 
mates, 


49 As used here, net property represents net 
book value of property after deducting fund- 
ed debt and contributions for extensions. 


59 Includes in the case of the Chemical Com- 
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pany only earnings derived from the assets 
being sold to the Gas Company. 

511In the table interest on the joint bonds is 
apportioned between the two companies ac- 
cording to the agreement existing between 
them. See footnote 3, supra. 

52 Estimated by Sykes, chief engineer for 
the William A. Baehr Organization, Inc., wit- 
ness for the applicants. His estimates of 
earnings for the years 1941, 1942, and 1943 
give effect to the proposed refunding of the 
joint bonds. 
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actually earned in the twelve months 
ended August 31, 1941, or the aver- 
age of the five years ended December 
31, 1940. Such future estimates ap- 
pear to be influenced principally by 
anticipated increased Federal income 
taxes, increased labor costs and in- 
creased provision for depreciation. 
As we have seen® the earnings of 
the Gas Company have been very poor 
for a number of years. In this con- 
nection, the Preferred Stockholders 
Committee points to the alleged un- 
fairness of the Gas Supply Contract 
and other alleged abuses by the hold- 
ing company. It should be observed 
also that conditions under which the 
company has been operating appear 
to have been unfavorable. The com- 


pany’s system extends from Winnet- 
ka, Illinois, north to the Wisconsin 
The system runs generally 


state line. 
along the shore line of Lake Michigan 
but various lateral and interconnecting 
pipes extend the system about 10 miles 
west of such shore line. The result 
is that the company has a total of 514 
miles of main in service, of which 135 
miles are classified as transmission 
mains, to serve a population estimated 
at approximately 102,000 and meters 
totaling 27,657 as of the end of 1940. 
It is obvious that a territory as thin as 
that indicated has not been conducive 
to the realization of profits for the 
operation of a manufactured gas dis- 
tribution system. However, it seems 
that the earnings of the Gas Company 
have been generally showing an up- 
ward trend since the year 1937, and 
the management expects that such 
trend will continue during the next 
few years. Although it might be ex- 
pected that the earnings record of the 


53 See Table IV, supra. 
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Gas Company would have been more 
stable than that of the Chemical Com- 
pany, the fact is that the earnings of 
both companies have shown wide fluc- 
tuations from year to year. 

There are many factors in this situ- 
ation which are difficult of evaluation, 
It appears that there is a good possibil- 
ity that natural gas may be available 
to the Gas Company but when, at 
what price, and under what other con- 
ditions cannot now be foretold. The 
management believes that natural gas, 
if and when introduced, would be dis- 
tributed to domestic customers in the 
form of mixed gas of 800 B.T.U. con- 
tent, the type of gas which is presently 
distributed in Chicago and vicinity. 
The management also believes that the 
by-product coke plant being acquired 
from the Chemical Company would be 
fully utilized in the production of such 
mixed gas within a relatively short 
time after the change-over. Quite 
probably the introduction of natural 
gas would result in a very substantial 
expansion of the business. It would 
also require substantial expenditures 
for change-over of equipment. 

The contemplated refunding of the 
joint bonds necessitates the expendi- 
ture of a substantial amount of cash. 
It seems that such expenditure is pos- 
sible only by utilization of cash of the 
Chemical Company. The circum- 
stance that such cash can be spared 
from the operation of the business 
seems to indicate that the Chemical 
Company presently has net current 
assets in excess of the amount nec- 
essary for the operation of its busi- 
ness and the production of the earn- 
ings hereinbefore discussed. 

The difficulty of arriving at any ac- 
curate relative value of assets in this 
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case is illustrated by the conflicting 
views of the parties and experts. For 
instance, William Hammond, former 
chief accountant of the Illinois Com- 
merce Commission, and produced as 
an expert witness by the Trustee, testi- 
fied that estimated future earnings of 
each company should be given the 
most weight. On the other hand, 
Peter Stathas, an independent engi- 
neer with the firm of Duff and Phelps, 
employed as a valuation expert by the 
applicants, testified that in view of the 
interdependence of the two companies, 
the proper method of valuation should 
be by a comparison of the contribu- 
tion of original cost and working 
capital of each company, with no 
weight given to the relative earnings 
of the two companies. The sincerity 
of Stathas in so expressing his pro- 
fessional views is indicated by the cir- 
cumstance that it would have been to 
the financial interest of the parties em- 
ploying him to give weight to relative 
earnings. 

[10] As has been stated many 
times, the basis upon which a going 
concern should be reorganized is an 
informed estimate of its reasonably 
anticipated earnings. We are of the 
opinion that except for the compro- 
mise elements, which we are endeavor- 
ing to separate for purposes of analy- 
sis of the plan, the circumstances of 
the present case afford no basis for a 
departure from this general rule. The 
only estimates in the record of future 
net earnings of the Chemical Com- 
pany and the Gas Company as separate 
enterprises are those of Sykes, chief 
engineer, of the William A. Baehr 
Organization, Inc. While his regular 
employment by the Baehr Oganiza- 
tion deprives him of the status of an 
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independent expert, after carefully 
considering his estimates they seem to 
us reasonable and it seems significant 
that they were disputed by no one. 


Sykes’ estimates of net earnings for 
the years 1941, 1942, and 1943, aver- 
aged, indicate that the Chemical Com- 
pany’s assets will contribute 57 per 
cent of the net earnings applicable to 
the new common stock. Leaving aside 
the question of claims, we think that 
such percentage of the new common 
stock could fairly be issued to the 
Chemical Company if an allocation 
were made based only on comparing 
the relative contributions to the new 
common stock earnings on a dollar 
for dollar basis. The plan provides 
that the Chemical Company receive 
42.46 per cent of the new stock, or 
about 144 per cent less than the figure 
of 57 per cent mentioned above. The 
Sykes’ estimates of future annual net 
earnings for all the new common stock 
average $224,015, and 144 per cent 
of this figure would amount to about 
$32,500. 

Such percentage of 144 per cent in- 
cludes both what the Chemical Com- 
pany is giving up by way of compro- 
mise and also adjustment for the dif- 
ference in the quality of the earnings 
of the two companies, the excess cur- 
rent assets not needed to produce the 
earnings of the Chemical Company, 
and other relevant factors bearing on 
the relative value of the assets. After 
consideration of the evidence, it seems 
to us that it is reasonable to estimate 
the amount that the Chemical Com- 
pany is giving up by way of compro- 
mise is somewhere between $250,000 
and $350,000.% 

54 We reach this conclusion notwithstanding 
the views of counsel for the Trustee and coun- 
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Claims 


In the course of the proceedings the 
committee has asserted certain claims 
on behalf of the Gas Company (now 
proposed to be compromised), which, 
if established, would materially affect 
the relative earning power of the Gas 
Company and the Chemical Company 
and increase the relative value of the 
Gas Company. These claims are al- 
leged to be as follows: 


(a) The Formation of the Chemical 
Company 


The committee contends that in the 
purchase of the Chemical Company 
plant site and the formation of the 
Chemical Company as a separate cor- 
poration, North Continent and Baehr 
improperly availed themselves of a 
corporate opportunity which belonged 
to the Gas Company. Accordingly, 
the committee contends, as nearly as 
we can judge, that: 

(1) Baehr holds in trust the secu- 
rities of North Continent which he re- 
ceived in exchange for the common 
stock of the Chemical Company,” 
and must account for the profits real- 
ized on both the stock of the Chemical 
Company and of North Continent, 
namely, $12,835.50 received in 1930 
as dividends on the common stock of 


the Chemical Company and $59,259.78 
received in 1930, 1931, and 1932 as 
dividends. on the Class A stock of 
North Continent. 


(2) the properties of the Chemical 
Company are subject to a trust in 
favor of the Gas Company and that 
the latter has a claim also with respect 
to the profits realized from their oper- 
ation; the Chemical Company and 
North Continent being entitled to re- 
imbursement for their expenditures in 
building and maintaining the prop- 
erties. 


(b) The Gas Supply Contract 


The committee contends that the 
Gas Supply Contract was grossly un- 
fair to the Gas Company. It is as- 
serted that it was merely a device to 
siphon the earnings of the Gas Com- 
pany for the benefit of North Conti- 
nent, via its holdings in the preferred 
stock of the Chemical Company, and, 
that the Gas Company may recover 
for being overcharged an average of 
10 cents per thousand cubic feet dur- 
ing the life of the contract, totaling 
$1,468,288 from 1928 through 1940. 
It is pointed out that from 1927 to 
1937 the Chemical Company paid its 
preferred stock dividends in full, 
whereas the Gas Company has paid no 





sel for the applicants that it is within the 
range of reasonableness to ascribe a value of 
42.46 per cent of the new common stock of 
the Gas Company for the assets of the Chem- 
ical Company, and that, consequently, the 
Chemical Company is giving up nothing by 
way of compromise of the claims against it. 
55 In exchange for 128,355 shares of Chem- 
ical Company common stock, Baehr received 
in August, 1930, 96,266 shares of common 
stock and 25,671 shares of Class A stock of 
North Continent having a market value at 
that time of $1,508,169. These securities of 
North Continent were subsequently exchanged 
for other securities of North Continent, on 
which no dividends have ever been paid, which 
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Baehr still holds and which have a present 
market value of about $1,900. 

56 Charles R. Kaufman, of counsel to the 
committee, testified as follows: “We there- 
fore contend that North Continent and_ the 
Chemical Company hold the properties of the 
Chemical Company in something of a con- 
structive trust for the Gas Company and that 
the Gas Company is entitled to those prop- 
erties upon accounting to North Continent 
and the Chemical Company for their out-of- 
pocket expenditures in building and maintain- 
ing those properties with, of course, a con- 
verse accounting by the Chemical Company 
and North Continent for the profits realized 
phe the operation of those properties.” 
617. 
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preferred stock dividends since July 
2, 1934; and from 1928 to date the 
Chemical Company has earned about 
8.15 per cent on its original cost in- 
vestment in property, whereas the 
analogous return for the Gas Com- 
pany was only 4.76 per cen 


t.7 


(c) Management Fees 


The William A. Baehr Organiza- 
tion, first as an individual proprietor- 
ship headed by Baehr, and after 1927 
as a wholly owned subsidiary service 
corporation of North Continent, billed 
the Gas Company from 1927 to 1936 
for management and supervision fees 
of $931,634.32. Of this sum, $448,- 
338.38 represented profits (over and 
above cost) to the service company. 
The percentage of profit to actual cost 
ranged from 312.5 per cent in 1927 
to 22.0 per cent in 1936. 

The committee contends that since 
both the service company and the Gas 
Company were controlled by North 
Continent and Baehr, the services 
should have been rendered at cost, 
and that the Gas Company has a claim 
for the entire amount of the profits 
thus paid. 


(d) Financial Transactions 


In 1929, the Gas Company issued 
$442,000 of bonds, of the proceeds of 
which $205,000 was loaned on open 
account to North Continent, which in 
turn loaned $135,000 to the Chemical 
Company. At the time these loans 


were being made, the Gas Company 
deferred budget expenditures of 
$100,000. The management states 
that this was done because of the gen- 
eral financial conditions then prevail- 
ing throughout the country. In 1931, 
at a time when North Continent was 
in need of funds it caused the Gas 
Company to issue $1,000,000 of 
bonds. With the proceeds of these 
bonds, the Gas Company loaned $205,- 
733 to North Continent, purchased 
$350,000 of notes issued by North 
Continent at par, declared dividends 
of $420,000 on its common stock, all 
held by North Continent, and made 
net repurchases of its own preferred 
stock in the amount of $203,300. 
The committee contends that the 
dividends, although paid from sur- 
plus, were declared solely because 
North Continent needed funds and at 
a time when from the standpoint of 
the Gas Company alone it was not ad- 
visable that dividends be paid, and 
were therefore improper. It is also 
contended that the purchase by the 
Gas Company of its own preferred 
stock to maintain the market was an 
improper use of corporate funds and 
that the Gas Company has a claim of 
$203,300 thus spent less the amount 
by which the acquisition of the pre- 
ferred stock increased the pro rata 
share in the Gas Company of each of 
the present preferred stockholders. It 
is further stated that the issuance of 
the $1,442,000 of bonds and the mak- 





57It may be that the Gas Supply Contract 
was or is voidable upon suit by stockkholders 
of the Gas Company regardless of its fair- 
ness. We note that (1) the parties to the 
contract were controlled by Baehr, (2) the 
common stock of the Gas Company, all con- 
trolled by Baehr, furnished the votes neces- 
sary to obtain the consent of a majority of 
the outstanding stock, (3) although it was the 
declared intent of the contract that the cost of 
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gas thereunder should be the same as if the 
Gas Company itself produced it, stockholders 
were not informed that the Gas Company 
equipment was obsolete and expensive to op- 
erate, and (4) the stockholders were errone- 
ously informed at the meeting on February 10, 
1927 that independent engineers had passed 
on the Gas Supply Contract, whereas the inde- 
pendent engineers did not pass on the contract 
until after the meeting. 
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ing of the loans to North Continent 
were improper but that it is difficult, 
if not impossible, to fix the damages 
for these transactions in any specific 
amount. 


(e) The Applicability of the Deep 
Rock Principle 


Finally, it is contended that the en- 
tire history is one of unfair manage- 
ment of the Gas Company for the 
benefit of the Chemical Company and 
North Continent, and that, therefore, 
the principles enunciated in the case 
of Taylor v. Standard Gas & E. Co. 
306 US 307, 83 L ed 669, 59 S Ct 
543, the so-called Deep Rock Case, 
are applicable. The alleged similar- 
ities between this and the Taylor Case 
are the general unfair treatment of 
subsidiary by parent, excessive man- 
agement fees paid to a parent com- 
pany through a service company sub- 
sidiary, and the acquisition by the 
parent itself of a plant (in the Taylor 
Case, the refining company plant) es- 
sential to the business of the allegedly 
milked subsidiary. 

As defenses to the various claims 
asserted by the committee, the holding 
company or the Trustee make the fol- 
lowing, among other points: 


1. The long period of delay in as- 
serting such claims is stressed. 


2. It is urged that as of 1927, 


when the Chemical Company was 
created and the Gas Supply Contract 
was made, there was no basis for as- 
suming that such arrangements and 
such contract would be in any way 
prejudicial to the preferred stockhold- 


ers of the Gas Company as compared 
to alternative methods of providing a 
gas supply, and that for a number of 
years thereafter the Gas Company con- 
tinued to earn its preferred dividends, 
The subsequent cessation of dividends 
is attributed primarily to declining 
gross revenues from the gas and of 
the business. It is claimed that direct 
financing by the Gas Company would 
not have been possible. It is denied 
that the Gas Supply Contract was un- 
fair or that the Chemical Company’s 
profits have been disproportionate to 
its investment in view of the risks in- 
herent in an industrial enterprise. 

3. With respect to the claim based 
on the allegedly excessive manage- 
ment charges, it 1s pointed out that all 
but $32,009.40 of the alleged excess 
was paid during a period when pre- 
ferred dividends were not in arrears 
and when such excess might have been 
paid out in the form of dividends on 
common stock. 

4. The various financial transac- 
tions which are criticized are defended 
as not improper, and with respect to 
the upstream loans, the point is made 
that these loans have since been repaid 
with interest. 

5. It is urged that whatever the 
equities as between North Continent 
and the public holders of securities 
of its subsidiaries, these cannot pre- 
vail against the rights of the collateral 
trust bondholders of North Continent 
as pledgees of most of North Conti- 
nent’s holdings of preferred stock in 
the Chemical Company; and, that the 
unpledged assets of North Continent 
available for settlement are small.” 





58]t should be noted that the Collateral 
Trust Bonds are selling in the market at 
prices which would seem to indicate that 
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North Continent has no substantial equity in 
the collateral. 
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Participation Accorded to the Various 
Interests 


1. The public holders® of the pre- 
ferred stock of the Gas Company re- 
ceive in the aggregate about 61 per 
cent of the new common stock plus 
$68,297.50 in cash, which is to say, 
about 3.027 shares of the new com- 
mon stock of the Gas Company and 
$2.50 in cash per share of old pre- 
ferred stock. Of this, 2.8 shares are 
issted to them initially in the recapital- 
ization of the Gas Company. A sub- 
stantial portion of the additional 
shares (being shares that North Conti- 
nent would be entitled to receive in 
respect of its unpledged holdings of 
Chemical Company preferred stock) 
is received as a concession from North 
Continent by way of compromise of 
the claims of the Gas Company against 
North Continent. The cash and cer- 
tain additional shares (being shares 
that Baehr receives on account of 247 
shares out of his holdings of 347 
shares of the preferred stock of the 
Gas Company) are paid by Baehr by 
way of compromise of the claims of 
the Gas Company against him and 
other directors and officers. 


2. The public holders of the pre- 
ferred stock of the Chemical Com- 
pany, and, North Continent in re- 


spect of its pledged holdings of 
preferred stock of the Chemical Com- 
pany, receive, except in one minor re- 
spect, identical treatment. This in- 
volves in the aggregate about 39 per- 
cent of the new common stock of the 
Gas Company or 3.8 shares of Gas 
Company stock for each share of 
Chemical Company preferred stock, 
plus proportionate interests in the 
miscellaneous assets of the Chemical 
Company excluded from the sale to 
the Gas Company. The public holders 
of the preferred stock receive in this 
connection $7.45 per share in cash and 
North Continent receives an open ac- 
count claim against one of the sub- 
sidiaries of the Chemical Company in 
an equivalent amount in proportion to 
its interest. What North Continent 
receives in respect of its pledged hold- 
ings goes to the Trustee. 

3. With respect to its unpledged 
holdings, North Continent receives on- 
ly its proportionate interest in the va- 
rious assets excluded from the sale to 
the Gas Company. The 4,643 shares 
of new common stock of the Gas Com- 
pany which otherwise would go to 
North Continent by reason of its un- 
pledged holdings of shares of pre- 
ferred stock of the Chemical Com- 
pany, are released to the public holders 





59Including for purposes of convenient 
statement, Baehr who holds 347 shares. 

80Of this amount Baehr would receive 
$867.50° on account of his holdings of 347 
shares. The public holders bet the balance 
of $67,430. 
_§1As we have seen these shares increase 
in value as a result of the acquisition of the 
assets of the Chemical Company, to the extent 
that the additional common stock issued in 
connection with this acquisition takes into ac- 
count the compromise of the issues arising as 
between the Gas Company and the Chemical 
Company. 


82 The Chemical Company presently owns 
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an open account of its subsidiary, The S. W. 
Shattuck Chemical Company, in the amount 
of about $111,739. Prior to liquidation of 
the Chemical Company, North Continent will 
purchase from the Chemical Company this 
open account at face value. Upon the pur- 
chase price of such open account North Con- 
tinent will be entitled to a credit in the amount 
which would be distributable to it as holder 
of 91.47 per cent of preferred stock of the 
Chemical Company. This transaction will re- 
quire an actual outlay of $9,528 in cash by 
North Continent. This cash will be distribut- 
ed to the public holders of the preferred stock 
who will thus receive cash instead of a pro- 
portionate interest in the open account. 
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of preferred stock of the Gas Com- 
pany as noted above. 

4. North Continent receives noth- 
ing in respect of its holdings of pre- 
ferred or common stock of the Gas 
Company or in respect of its holdings 
of the common stock of the Chemical 
Company. 

5. The public holders of common 
stock of the Chemical Company re- 
ceive $5 per share in cash, amounting 
in the aggregate to $3,500. 


Fairness of the Plan 


The committee has urged that there 
is a basis for subordinating North 
Continent’s interest in both the Chemi- 
cal Company and the Gas Company to 
the claims of the publicly held pre- 
ferred stock of the Gas Company, un- 
der the principles laid down by the 
Supreme Court in the so-called Deep 
Rock Case.® In that case debt claims 
of a parent holding company were re- 
quired to be subordinated to publicly 
held preferred stock of a subsidiary 
company in reorganization. The plan 
here provides for such subordination 
with respect to the entire interest of 
North Continent in the Gas Company 
as presently constituted, in that North 
Continent receives no participation for 





63 Taylor v. Standard Gas & E. Co. (1939) 
306 US 307, 83 L ed 669, 59 S Ct 543. 

64 This latter claim is based on the con- 
tention that mismanagement of the Gas Com- 
pany by North Continent also requires that 
the parent’s interest in Chemical Company be 
subordinated to the Gas Company’s public se- 
curity holders. 

65 North Continent is giving up 6,426% 
shares of new common stock, having an ag- 
gregate par value of $96,399, and, in the opin- 
ion of the committee, equivalent in value to 
about one-half of North Continent’s unpledged 
assets. Assuming that North Continent had 
given up all of its unpledged assets, the result 
would at most have amounted to an addi- 
tional recovery for the preferred stockholders 
of the Gas Company of a possible maximum 
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either its preferred or common stock 
in that company. 

Various other claims are also as- 
serted on behalf of the Gas Company 
and its publicly held preferred stock 
against North Continent, in addition 
to the contention that the principle of 
the Deep Rock Case may possibly be 
applicable to North Continent’s inter- 
est in the Chemical Company.“ In 
connection with these claims, North 
Continent makes certain concessions, 
including a surrender of most of what 
it receives in respect of its unpledged 
preferred stock of the Chemical Com- 
pany. As the committee has esti- 
mated, North Continent is giving up 
value equivalent to one-half of its un- 
pledged assets, in settlement of these 
claims. 

[11] The courts have held that in 
considering the fairness of the partici- 


pation awarded to the parent company 
in the reorganization of its subsidiary, 
general equitable considerations must 


be taken into account. The past rela- 
tionship between the parent and the 
subsidiary is an important factor in 
that regard.® Similar considerations 
affect the determination of the fair- 
ness of any settlement of intercompany 
claims, whether for mismanagement 
or otherwise. We have taken these 





of $5 a share, subject to many uncertainties 
by reason of the character of the assets in- 
volved. (Some of these unpledged assets are 
open account claims against subsidiaries 
whose common stocks and part of whose debt 
are pledged to secure the collateral trust 
bonds.) The possibility of realization on be- 
half of the public holders of the Gas Compa- 
ny preferred stock against the equity, if any, 
of the stockholders of North Continent in the 
collateral pledged with the Trustee appears 
sufficiently doubtful and attendant with such 
practical difficulties as to warrant settlement 
on the basis of the assets free from pledge. 

86 Taylor v. Standard Gas & E. Co., supra. 

87 Cf. Consolidated Rock Products Co. v. 
DuBois (1941) 312 US 510, 85 L ed 982, 603, 
610, 61 S Ct 675. 
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factors into account in reaching our 
conclusions on the proposed compro- 
mise. 

[12] In considering the fairness of 
the settlement as between the Gas 
Company and North Continent one 
element involved is the comparatively 
small amount of assets of North Con- 
tinent which are free from pledge. In 
that connection it should be noted that 
the bonds of North Continent are 
presently selling on a basis which in- 
dicates serious doubts as to the avail- 
ability of any equity after satisfying 
the claims of the bondholders of North 
Continent. This fact coupled with 
the various doutful elements in con- 
nection with the claims asserted and 
the practical difficulties and uncertain- 
ties which would be attended upon any 
attempt to obtain any greater conces- 
sions, have satisfied us that it is ap- 
propriate to appraise the settlement 
primarily on the basis of the assets 
free from pledge. 

Under all the circumstances, we be- 
lieve that these elements of the plan 
are fair and equitable. 

Another major problem involved is 
the fairness of the consideration flow- 
ing to the Chemical Company in re- 
turn for the transfer of its principal 
assets to the Gas Company, embody- 
ing as it does compromise of claims 
of the Gas Company. As we have 
seen, it is impossible to make a precise 
allocation of these two aspects of the 
settlement, but the amount that the 
Chemical Company is giving up by 
way of compromise appears to be be- 
tween $250,000 and $350,000. This 
seems to us not unreasonable, especial- 
ly since the fairness or unfairness of 
the Gas Supply Contract has bearing 
not only on the question of possible 


return of excessive profits, but, also, 
upon future earnings and hence pres- 
ent value of the properties of the Gas 
Company. 

The only claim asserted solely 
against Baehr is that based on his pur- 
chase of the Chemical Company plant 
site for $147,840 and the sale of the 
site to the Chemical Company at a 
profit. This profit consisted of 200,- 
000 shares of common stock of the 
Chemical Company. It seems to us 
that the payment proposed to be made 
by Baehr as part of the over-all com- 
promise is substantially equivalent to 
a return of the profits realized by him 
on account of this common stock.® 
In view of the fact that both North 
Continent and the Chemical Company 
are paying to settle claims which are 
likewise claims against Baehr, we are 
of the opinion that the proposed pay- 
ment by Baehr of $67,430 and the 
distribution by him of 741 shares of 
new common stock to the preferred 
stockholders of the Gas Company, in 
settlement of all claims against him- 
self and the officers and directors of 
the various corporations, is within 
the range of reasonableness. 

The other aspects of the settlements 
embodied in the plan are of relatively 
little practical importance either by 
reason of the small amounts involved, 
or, in the case of claims against North 
Continent, by reason of the limited 
prospects of recovery, irrespective of 
the gross amount of the claim, in view 
of the prior lien of the collateral trust 
bondholders. 

[13] The provision in the plan for 
$5 per share for the public holders of 
the common stock of the Chemical 





68 See Clause (1) of paragraph (a) under 
caption entitled “Claims,” supra. 


7 41 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


Company amounts to an aggregate 
payment of $3,500. This group was 
not represented in the negotiations. 
It appears to be doubtful how much, 
if any, equity there is for the common 
stock of the Chemical Company. Cer- 
tainly, it does not appear that there is 
an equity of more than $5 per share 
for the entire common stock. In any 
event, in view of the limited amount 
involved, we do not think that this 
small provision for the public holders 
renders the plan unfair. 
Consideration must also be given 
to the treatment of the public pre- 
ferred stock of the Chemical Com- 
pany. These public holders of the 


preferred stock were not separately 
represented in the negotiations, and 
the question arises as to whether they 
may have been prejudiced by reason 
of any conflicts between their inter- 


ests and those of North Continent and 
of the Trustee who did participate in 
the negotiation of the plan. In this 
connection, it should be noted that 
North Continent is to receive nothing 
for its holdings of common stock in 
the Chemical Company—a concession 
which is difficult to evaluate as point- 
ed out in our discussion of the treat- 
ment of the public holders of that 
common stock. In addition, North 
Continent has arranged to take over 
an open account claim against one of 
the subsidiaries at its face value, there- 
by furnishing all of the cash which is 
distributed to the public holders of 
the preferred stock, while North Con- 
tinent receives the open account in lieu 
of cash. No claims have been assert- 
ed on behalf of the Chemical Company 
against North Continent, and there is 
nothing to indicate any substantial 
basis for the existence of such claims. 
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In our opinion, the mere possibility of 
the existence of such claims appears 
adequately to be compensated for by 
the concessions made by North Con- 
tinent to the public holders of the 
Chemical Company stock. 

Although we have difficulty with 
some minor features of the plan, we 
believe that the compromise which it 
embodies falls within permissible lim- 
its and that the plan is fair and equi- 
table. 


Refunding of Joint Bonds 


As soon as may be the Gas Com- 
pany proposes to refund the mort- 
gage bonds by the issuance and sale 
of new first mortgage bonds and seri- 
al notes. The plan tentatively pro- 
vides that the new first mortgage 
bonds will be in the principal amount 
of $3,700,000, shall bear interest at 
the rate of 4 per cent per annum, shall 
mature twenty years after their date, 
and shall be redeemable at par and ac- 
crued interest plus a premium gradu- 
ated downward, the initial premium 
not to exceed 8 per cent of the prin- 
cipal. The plan also provides that a 
debt service fund will be provided for 
the first mortgage bonds. This fund 
will provide for semiannual payments 
of $124,000, the initial payment to be 
made seven and one-half years follow- 
ing the date of issuance of the bonds. 
Each such semiannual debt service 
fund payment is to be used first for 
the payment of interest then due on 
the outstanding bonds and the balance 
is to be applied to the retirement of 
bonds either by purchase at not to ex- 
ceed the then existing redemption 

69 In addition to the proceeds from the sale 


of the new securities other. funds of the Gas 
Company will be used. 
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price, or by redemption at the then 
existing redemption price. With re- 
spect to the serial notes the plan ten- 
tatively provides that they shall be in 
the aggregate principal amount of 
$700,000, shall bear like date as the 
first mortgage bonds, shall mature 
$50,000 semiannually beginning six 
months from the date of issuance and 
shall bear an average rate of interest 
of not more than 34 per cent per an- 
num. 

With respect to the proposed new 
securities the plan contains the fol- 
lowing provision: 

“In view of possible changes in 
market conditions prior to the consum- 
mation of the plan, it may become ad- 
visable to change the terms or charac- 
ter of the new securities to be issued 
to refund the joint bonds; and in view 
of the impending maturity of the 
joint bonds and the necessity for 
prompt action, it is understood that 
holders of securities of any class, by 
assenting to the plan, assent to the is- 
suance and sale of such new first mort- 
gage bonds and notes of the Gas Com- 
pany, and to such provision to be con- 
tained in the bond indenture and note 
agreement, as the board of directors 
of the Gas Company (subject to the 
approval of the preferred stockhold- 
ers’ committee and of the Trustee un- 
der the indenture of North Conti- 
nent) shall deem advisable (even 
though differing from the provisions 
referred to above), subject only to 
the following limitations: (i) the 


principal amount of securities to be is- 
sued to refund the joint bonds shall 
not exceed the principal amount of the 
joint bonds to be refunded, (11) the in- 
terest rate on the new bonds and the 
average interest rate on the new notes 
to be issued to refund the joint bonds 
shall not exceed 43 per cent per an- 
num, (iii) if it becomes necessary or 
advisable to sell at a discount the se- 
curities to be issued to refund the 
joint bonds, the total discount shall 
not exceed 5 per cent of the aggregate 
principal of said new securities, and 
(iv) the premium payable upon re- 
demption of any such new securities 
shall not exceed 8 per cent of prin- 
cipal.” 

In view of the fact that it appears 
that the proposed new securities are 
to be issued solely for the purpose of 
financing the business of the Gas 
Company they will qualify for ex- 
emption under § 6(b) of the act, 15 
USCA § 79f (b), if expressly ap- 
proved by the Illinois Commerce Com- 
mission.”° Nevertheless, in so far as 
we are presently able, we think we 
should examine the proposed issues to 
determine whether or not we would 
deem it appropriate in the public in- 
terest or for the protection of investors 
or consumers to impose conditions up- 
on such exemption. 

The following table sets forth the 
capitalization and surplus of the en- 
larged Gas Company as of May 31, 
1941, giving effect to the proposed 
refunding :” 





7 Application is to be made to the Illinois 
Commerce Commission for such approval. 


71 The table assumes that the new debt se- 
curities will be as tentatively provided in the 
plan. 
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TABLE IX 


Long-term debt 


Joint first mortgage 4% bonds Series A due 
MONG io crake ancl olaigierexalets oie cusiesinlase wo iwievee' si 


First mortgage 4% bonds due in 20 years 


Serial notes 343% maturing $50,000 semi-an- 


Total long-term debt ... 


eeeeecesese 


Common stock and surplus 

Common stock, $15 par, 134,355 s 

Capital surplus 

Total common stock and surplus 
Total capitalization and surplus 

It is to be noted from the foregoing 
table that the existing debt ” will be 
reduced $204,000 or 4.43 per cent. 
The proposed new debt will amount 
to 54.74 per cent of total capitaliza- 
tion, 58.97 per cent of the net proper- 
ty account and 54.39 per cent of the 
total net assets,” as of May 31, 1941, 
in each instance. 


.. $4,604,000 


... $4,604,000 


Before 


After 
Refunding % i 


55.61 


$3,700,000 46.03 
700,000 8.71 


$4,400,000 54.74 


—_—_——. 





55.61 





25.07 
20.19 


45,26 
100% 


$2,015,325 24.34 
0,481 20.05 


$3,675,806 44.39 
100% 


These high debt ratios are proposed 
to be reduced by the progressive re- 
tirement of the serial notes at a rate 
tentatively fixed in the plan at $50,000 
semiannually. At such rate all of the 
serial notes would be retired in seven 
years. Thereafter a debt service fund 
is provided which is tentatively de- 
signed to retire about $100,000 of first 
mortgage bonds each year. 


$2,015,325 
1,622,798 


$3,638,123 
$8,038,123 











72 Represented by the presently outstanding 
joint bonds. 

73 For the manner in which the property 
accounts are to be carried on the books see 
footnote 43, supra. The following is a sum- 
mary ‘statement 4 the pro forma net assets 
as of May 31, 1941 


$9,374,121 
Franchises, organization 
expense, etc. 140,521 $9,514,642 


Less—Depreciation re- 
2,053,435 


met property as of 
May 31, 1941... $7,461,207 


Other assets, less liabili- 
626,916 


Total net assets at 


May 31, 1941... $8,088,123 
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The net property and net assets shown above 
are after the following items have been writ- 
ten down or written off 


Elimination of Utility Plant Ad- 
justment account of the Gas Com- 
pany 

Elimination of excess 
placed upon the Chemical Com- 
pany’s plant site over the original 
cost to William A. Baehr 

Elimination of a portion of engi- 
neering profits made by William 
A. Baehr Organization in con- 
structing the plant of the Chem- 
ical Co. 

Elimination of deferred engineering 
expense incurred in connection 
with investigation of natural gas 
possibilities for the Gas Com- 


$3,823,716 


602,160 


234,547 


pany 26,006 

Reserve provided for expenses to be 
incurred in connection with this 
plan of reorganization 


Total $4,861,429 





23,716 


2,160 


34,547 


26,006 


15,000 


me 


91,429 


RE NORTH SHORE GAS CO. 


The following table contains in- 
come statements of the enlarged Gas 
Company for the twelve months end- 
ed May 31, 1941, before and after the 
proposed refunding of the existing 
joint bonds: 


ing of an exemption. However, our 
order herein will reserve jurisdiction 
with respect to exemption of the pro- 
posed new debt securities and the im- 
position of conditions with respect to 
them and their issuance and sale until 


TABLE X 


Operating revenues 


Operating expenses 
Operation 
Maintenance 
Depreciation 
Taxes 
Residuals credit 


Total operating expenses 


Operating income 
Other income 


Gross income 


Income deductions: 
Interest on long-term debt 
Amortization of debt discount and expense 
Other deductions 


Total income deductions 


Net income 


Coverages 

Times long-term debt 
Interest earned 

Times total charges earned 


E 
Earnings per share of common stock (134,355 shs.) a $1.54 


The indentures under which the 
new debt securities will be issued are 
not presently before us. 

As we have seen the proposed new 
debt securities will qualify for ex- 
emption under § 6(b) of the act, su- 
pra, if expressly approved by the II- 
linois Commerce Commission. To the 
extent that the terms of the refunding 
issues are presently before us we see 
no fundamental objections which 
would require the imposition of con- 
ditions in connection with the grant- 


Increase or After 
(Decrease) Refunding 


$1,569,523 


Before 
Refunding 


$1,569,523 





$1,488,062 
92,743 
174,425 
215,922 
(798,474) 


$1,172,678 
$396,845 


$1,488,062 
92,743 
174,425 
231,087 
(798,474) 
$1,187,843 


$381,680 





$15,165 
$(15,165) 





1,210 1,210 
$382,890 





$398,055 $(15,165) 





$185,901 $(14,276) $171,625 
25,644 (23,153) 2,491 
1,992 1,992 
$213,537 $ (37,429) $176,108 


$184,518 $22,264 $206,782 








2.23 
2.17 


such time as the terms and provisions 
of the securities and indentures and 
of the sale shall be submitted to us in 
definitive form. 


Effect upon North Continent 


North Continent has securities out- 
standing in the hands of the public 
and in view of this we think it not in- 
appropriate to comment upon the ef- 
fect of the proposed transactions on 
North Continent, although not strict- 
ly germane to the issues of this case. 
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The following table shows the book 
cost of the assets, as of May 31, 1941, 
which will be surrendered or ex- 
changed by North Continent pursuant 
to the provisions of the plan: 


given up by North Continent and the 
proposed carrying value, $1,711,580, 
of the assets to be acquired pursuant 
to the plan, amounts to $2,335,279, 
North Continent proposes to charge 


TABLE XI 


Pledged 74 
Shares Book Cost 


Chemical Company 
7% Cumulative preferred stock 
($100 par) 
Common stock ($1 par) 
Gas Company 
7% Cumulative preferred stock 
($100 par) 
Common stock ($25 par) 
Cash—for the purchase from the C 
ical Company of the public preferred 
stockholders’ interest in the open ac- 
count indebtedness of The S. W. 
Shattuck Chemical ‘Co; s..6s!s.00\0x'es 


Totals 


The table below shows the se- 
curities which will be received by 
North Continent pursuant to the pro- 
visions of the plan and the amounts 
at which North Continent proposes to 
carry such securities on its books. 

The difference between the book 
cost, $4,046,859 of the assets to be 


$1,511,061 


Unpledged 
Shares Book Cost 


Total 
Book Cost 


1,221 
198,150 


$119,088 
2,393,277 


$1,119,088 
2,393,277 


13,905 
511,061 


9,528 
$4,046,859 





$2,535,798 


such decrease to its Earned Surplus 
account, thus creating a deficit of $1,- 
573,785 in that account. We do not 
pass upon the accounting treatment 
of this transaction at this time but re- 


serve jurisdiction to do so at an ap- 
propriate future time.” 


TABLE XII 


Securities and Cash 


North Shore Gas Company New Common Stock ($15 par) 


North Continent Mines, Inc. Capital Stock 


The S. W. Shattuck Chemical Company Capital Stock 


Proposed 
Carrying Value 
$1,287,152 76 
293,912 78 
18,776 %6 


Shares 


Open Account to be purchased by North Continent from Chemical 


Company 


111,739 
$1,711.580 





74 As collateral for North Continent’s first 
lien collateral and refunding 54 per cent gold 
bonds, series “A” due January 1, 1948. 

7% Each of these items represents 91.4733 per 
cent of the Chemical Company’s holdings of 
stock of the specified company and will be 
distributed in kind to North Continent. The 
balance, or 8.5267 per cent is to be distributed 
in kind to the minority preferred stockhold- 
ers of the Chemical Company. 
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76 The values used in recording these in- 
vestments represent the respective underlying 
book values as of May 31, 1941. No attempt 
has been made to ascertain their realizable 
value. 

77 See Instruction 80 of the Uniform System 
of Accounts for Public Utility Holding Com- 
panies. 
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RE NORTH SHORE GAS CO. 


The following table shows a sum- 
mary of the corporate income account 
of North Continent for the twelve 
months ended May 31, 1941, and a 
pro forma statement as of the same 
date giving effect to the changes aris- 
ing from consummation of the pro- 
posed plan: 


TABLE XIII 


Actual Pro Forma 
Income 
Dividends 
Chemical company 
Other 
Interest 


$34,24078 $ 
40 
255,021 255,021 


$289,661 $255,421 
29,555 29,555 


$260,106 $225,866 





Total income 
Expenses 





Operating income ... 





Deductions 
Interest on funded 
debt $193,355 
Amortization of debt 
discount and ex- 
31,216 
24,718 


$249,289 
($23,423) 


Other deductions .. 
Total deductions ... $249,289 
Net income (deficit) $10,817 








After the consummation of the plan 
North Continent does not propose to 
consolidate the income of the Gas 
Company with its other subsidiary 
companies. 

The pro forma income statement of 
the Gas Company for the twelve 
months ended May 31, 1941, indicates 
net income for common stock of 
$206,782, of which an amount of 
$73,159 would be applicable to the 
47,534 shares to be received by North 
Continent. 





78 Represents dividends of $2.50 per share 
on North Continent’s holdings in the 7 per 
cent preferred stock of the Chemical Com- 
pany of the par value of $100 per share. In 
each of the years 1938 and 1939 the Chemical 
Company paid dividends of $5 per share and 
in 1940 it paid $2.50 on its preferred stock. 


Fees and Expenses 


Applicants have agreed, as part of 
the plan, to pay the fees, expenses, and 
other remuneration of the Trustee 
and of the committee, if and when the 
plan is consummated and if and to the 
extent approved and allocated as be- 
tween the applicants by this Commis- 
sion. The Chemical Company, how- 
ever, shall not be obligated to pay any 
such fees, expenses or remuneration 
from the assets to be retained by it aft- 
er the sale of its assets to the Gas Com- 
pany except in connection with the 
liquidation and dissolution of the 
Chemical Company, and in an amount 
not to exceed $2,500. The indenture 
of North Continent provides that the 
Trustees shall have a first lien upon 
the trust property for its reasonable 
expenses, counsel fees, and compen- 
sation, to be paid by North Continent 
on demand. 

Since we do not at this time have 
full information with regard thereto, 
we shall reserve jurisdiction as to any 
fees, expenses, or other remuneration 
to be paid in connection with the plan 
and any transactions incident thereto. 


Solicitation Material 


The proposed solicitation material 
filed by the applicant is satisfactory. 


Compliance with Standards of the Act 


Except as to matters with regard to 
which we reserve jurisdiction we find 
that the proposed transactions are nec- 
essary to effectuate the provisions of 
§ 11 (b) of the act, 15 USCA § 79k 
(b), and are fair and equitable to the 
persons affected thereby. 

Apart from the matter of the re- 
funding of the joint bonds, already 
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discussed, the only security issued in 
connection with the plan is the new 
common stock of the Gas Company 
which satisfies the standards of § 7 
(c) (1), 15 USCA § 79g (c), (1), 
and requires no adverse finding un- 
der § (7) (d). With respect to the 
various acquisitions and dispositions, 
our finding that the plan is necessary 
to effectuate the requirements of § 11 
(b) (2) involves among other things 
a finding that these transactions also 
satisfy any other statutory standards ” 
including a finding that they are con- 
sistent with the public interest, the in- 
terest of investors and consumers and 
have the necessary tendency toward 
compliance with § 11 as specified in 
§ 10 (c). Such of the acquisitions as 
must be passed upon by the Illinois 
Commerce Commission have been ap- 


proved by it and it appears that the 
requirements of § 10 (f) of the act | 
are met. Nothing herein, however, is | 
intended to or shall prejudice or re- 
strict any powers we may be called up- 
on to exercise hereafter with regard 
to the elimination of North Continent 
Mines, Inc., and the S. W. Shattuck 
Chemical Company from North Con- 
tinent’s holding company system or 
any other action under § 11. 

Subject to the reservations of juris- 
diction herein, the plan will be ap- 
proved, and the sundry applications 
and declarations, herein referred to 
generally as the application as amend- 
ed, including the application for a re- 
port on the plan pursuant to § 11 (g), 
will be granted and permitted to be- 
come effective. 

An appropriate order will issue. 





791t may be that the payment made by 
Baehr should be regarded as in effect a pay- 
ment by him to the Gas Company and a dis- 
tribution by the Gas Company, out of un- 
earned surplus, to the public holders of the 
Gas Company preferred stock. So regarded 


the distribution by the Gas Company would 
fall within § 12(c) of the act and Rule U-46. 
The application as amended meets the require- 
ments of a declaration pursuant to such Rule 
and as such can be permitted to become ef- 
fective. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Baldwin Telephone Exchange 


[CA-1883, 2-U-1763.] 


Service, § 436 — Telephone — Dial equipment. 
1. Authority to convert a telephone exchange to dial operation where the 
present manual switchboard has practically served its life should be grant- 
ed upon a showing that there will be an improvement in earnings and that 
the subscribers desire what is generally considered a better service, p. 165. 


Return, § 111 — Telephone company. 


2. An increase in telephone rates will not yield an excessive return where 
net operating revenue related to book value rate base indicates that the 
company will earn approximately 6.25 per cent, p. 166. 


[November 6, 1941.] 


PPLICATION for authority to install dial telephone equipment 
1 \ and for authority to increase rates; granted. 
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RE BALDWIN TELEPHONE EXCHANGE 


By the Commission: On Septem- 
ber 4, 1941, the Baldwin Telephone 
Exchange, Baldwin, St. Croix county, 
fled an application under § 196.49, 
Statutes, and General Order 2-U-248 
for authority to install dial equipment 
at an estimated cost of $15,150 at its 
Baldwin exchange. This application 
was followed by the filing on Septem- 
ber 8th of an application docketed in 
2-U-1763 for authority to increase 
rates at the Baldwin and Woodville 
exchanges of the applicant. Notice of 
investigation and hearing in the two 
matters was issued September 13th 
and the two applications were jointly 
heard. 


APPEARANCES: Baldwin Telephone 
Exchange by Carl Kessenich, manager, 
Baldwin. 

Of the Commission staff: C. B. 
Hayden, of the engineering depart- 
ment, D. J. Nicholson, of the en- 
gineering department, K. J. Jack- 


Present Magneto Operation 
at Baldwin Exchange and 
Dial Operation at 
Woodville Exchange 


Book Cost 
Depreciated 


son, of the rates and research de- 
partment. 


Opinion 

[1] A witness for the company 
testified that the conversion of the 
Baldwin exchange to dial operation 
was proposed because the present 
switchboard which is about thirty 
years old has practically served its life. 
He said that the conversion of the 
Woodville exchange to dial operation 
in 1938 had proven very satisfactory 
to both the company and its subscrib- 
ers. Because of such satisfactory 
service at Woodville, subscribers at 
Baldwin have indicated to the company 
a desire for similar service. 

For the purpose of determining the 
feasibility of dial operation our en- 
gineering department prepared a study 
of the cost of operations based on pres- 
ent manual equipment and proposed 
dial equipment. This study, which 
was introduced as Exhibit 1 in this 
case, contains the following informa- 
tion: 

Proposed Dial Operation 
at Baldwin Exchange and 


Present Dial Operation 
at Woodville Exchange 


Estimated Book 
Cost Depreciated 


as of Dec. 31, 1940 


Investment ... 
Cash working capital 
Materials and supplies 


Operating revenues 
Operating expenses: 
1 Maintenance 
2 Traffic 
3 General expense 
4 Taxes, other than income 
5 Ineome taxes 
6 Conversion expense 
Depreciation 


Total operating expenses 

Net operating revenue 

Ratio net operating revenue to 
total investment 


$47,698 $64,500 
700 500 


2,100 2,400 


$50,498 $67,400 
$15,486 $15,486 


$2,725 $3,092 
2,936 wes 
3,065 3,065 
776 656 
575 1,000 
200 


3,286 3,745 
$13,363 $11,758 
$2,123 $3,728 


4.20% 5.53% 
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The above comparison of costs un- 
der manual and dial operation indicate 
that although an increased investment 
will be required the savings in operat- 
ing expense under dial operation would 
be sufficient to enable the company to 
increase the ratio of net operating rev- 
enue to total investment. In view 
of the estimated improvement in earn- 
ings and the desires of Baldwin sub- 
scribers for what is generally consid- 
ered a better service, the installation of 
dial equipment appears to be in the 
public interest. 

The company has requested author- 
ity to increase rates for principal class- 
es of service at Baldwin and Wood- 
ville as follows: 


Business, one party 

Business, extension telephone 
Residence, one party, wall set 
Residence, one party, desk set 
Residence, two party, wall or desk set 
Residence, four party, wall or desk set 
Residence, extension telephone 

Rural, multiparty wall set 


The proposed rates will increase 
revenues approximately $909 per year 
and are to be effective upon the com- 
pletion of the installation of dial 
equipment at Baldwin. 

After giving effect to the revenue to 
be derived from the increased rates, 
the resulting increase in taxes and a 
contemplated increase in wages to 
maintenance employees the estimated 
income account of the company under 
dial operation would be as follows: 


Operating revenues $16,395 


Operating expenses 
Maintenance 3,292 
Traffic Sates 
General 3,065 
Taxes, other than income 683 
Income taxes 1,200 
Conversion expense 200 
Depreciation 3,745 

Total operating expenses 

Net operating revenue ....... aN alerees 
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[2] After conversion to dial, the 
undepreciated value of the telephone 
plant in service will be $95,043, and 
the depreciated book value will be 
$64,500. Adding allowances for ma- 


terials and supplies and cash working 


capital we arrive at a book value rate 
basis of $67,400. The estimated ne 
operating revenue when related to the 
book value rate base indicates that the 
company would earn approximately 
6.25 per cent. Under the circum- 
stances, it does not appear that the 
proposed increase in rates will yield an 
excessive return to the company. 


Proposed Rates 
Per Month 

Gross 
$3.00 

2.50 

2.50 

2.00 

L725 


1.75 


Present Rates 
Per Month 
Gross Net 
$2.50 
.50 
1.50 
1.75 
50 
1.50 
Finding 

The Commission finds: 

1. That the purchase of a lot, the 
erection of a building, and the installa- 
tion of dial central office and station 
equipment by the Baldwin Telephone 
Company at an estimated cost of $15,- 
150 is required by public convenience 
and necessity. 

2. That the rates, rules, and regu- 
lations hereinafter ordered are reason- 
able and nondiscriminatory and that 
present rates of the company will be 
unreasonably inadequate upon the es- 
tablishment of dial service at Baldwin. 


Certificate 


It is therefore certified : 
That the Baldwin Telephone Com- 
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pany is authorized to purchase a lot, 
erect a building, and install dial central 
office and station equipment at its 
Baldwin exchange at an estimated cost 


of $15,150. 


ORDER 


It is therefore ordered: 

1. That the following rates, rules, 
and regulations be and hereby are au- 
thorized to become effective for sub- 
scribers of the Baldwin Telephone 
Company on the first billing date fol- 
lowing the placing of dial service in 
operation at Baldwin exchange, the 
Commission to be given notice of such 
date : 


Per Month 
Gross Net 


$2.75 
2.25 


1.75 


1.50 
1.50 


75 


Business, one party 

Residence, one party 

Residence, two party — selective 
ringing 

Residence, four party — semi- 
selective ringing 

Rural multiparty 

Extension telephone, business or 
residence 

Schools, 
hall One-party 

residence rate 


2. That all other rates, rules, and 
regulations of the Baldwin Telephone 
Company not specifically changed or 
amended by this order shall remain in 
effect except that the presently filed ad- 
ditional charge for common battery 
service effective at Baldwin exchange 
is hereby canceled. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re City of Cudahy 


[CA-1741.] 


Municipal plants, § 20 — Construction of filtration plant — Supply from water 
company — Right of company to construct. 

A municipality operating a water plant should not be authorized to con- 

struct a filtration system to purify water purchased from a company fur- 

nishing industrial and commercial water service, in addition to supply- 

ing the city, when the company itself is willing and able to provide all 


necessary purification facilities. 


(Nrxon, Commissioner, dissents.) 
[October 30, 1941.] 


PPLICATION by city operating waterworks for authority to 
d \ construct a filtration system; authority previously granted 
to city revoked. For earlier order see 40 PUR(NS) 485. 


¥ 


By the Commission: Pursuant to 
the order in this proceeding made un- 
der date of August 7, 1941, a rehear- 
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ing was held by the Commission be- 
fore Examiner H. T. Ferguson at 
Madison on September 4, 1941. 
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APPEARANCES: Vincent Totka, 
Mayor, and Edward G. Minor, City 
Attorney, Cudahy, for city of Cudahy ; 
George Billings, Executive Vice Presi- 
dent, Cudahy, and J. D. Shaw, At- 
torney, Milwaukee, for Cudahy Wa- 
ter Works Company; P. A. Reynolds, 
Rates and Research Department, of 
the Commission Staff. 


The essential question presented 
upon rehearing was whether the city 
of Cudahy or the Cudahy Water 
Works Company should be granted a 
certificate authorizing the construc- 
tion and installation of a so-called 
filtration plant for the purification of 
the water which the company fur- 
nishes to the city and which the city, 
in turn, furnishes for domestic and 
other consumption in Cudahy. 

Both the company and the city are 
lawfully operating as public utilities 
for the furnishing of water to the 
public in Cudahy. The company is 
operating under a franchise which 
constitutes an indeterminate permit, 
the privilege of which is exclusive 
within its defined field or scope, in 
the absence of a finding by this Com- 
mission that public convenience and 
necessity require the operation of a 
second utility within that field or with- 
in some part of it. Roughly speaking, 
the company enjoys the privilege of 
serving industrial and commercial con- 
sumers and of furnishing the city with 
the water that it requires to meet the 
demand upon it as the other public wa- 
ter utility operating in the municipal- 
ity; while the city has reserved to it- 
self the exclusive right to furnish wa- 
ter to all the public in the city except 
such industrial and commercial con- 
sumers. 
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The city and the company each 
claims that the construction and in- 
stallation of purification facilities is 
within its exclusive field of service. 
The company points out that it al- 
ready has facilities for chlorinating 
all the water which it furnishes to the 
city, which affords at least some de- 
gree of purification, and refers us to 
decisions by other administrative 
agencies in support of its contention 
that a logical and necessary function 
of a utility, which furnishes water at 
wholesale to another utility for dis- 
tribution directly to the public, is to 
provide the kind and quality of water 
which the latter utility thus requires 
for such distribution. 

On the other hand, the city claims 
that the company has until recently re- 
fused to either recognize or meet any 
necessity or demand for purification 
of the water which it furnishes to the 
city and points out that the largest, if 
not the only, demand or requirement 
for purified water in the city comes 
from the domestic consumers which 
the city has the exclusive right to 
serve. 

Inherent in its duty to furnish rea- 
sonable and adequate service as a pub- 
lic utility is the company’s obligation 
to provide for the city the kind and 
quality of water which the city and 
the customers require. Manifestly, 
since the company is charged with 
that duty, there must of necessity be 
recognized its right to construct and 
install the facilities necessary in order 
to discharge such duty. That being 
so, it seems to us that we have no 
alternative but to authorize the com- 
pany to proceed with the work by the 
granting of a certificate of authority 
pursuant to the application of the 
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RE CITY OF CUDAHY 


company in the proceeding docketed 
as CA-185b. 

It is true, of course, that the city 
also is under the duty of furnishing 
to water consumers the kind and 
quality of water which their needs 
reasonably require, and that this duty, 
like that of the company’s presupposes 
the right of the city to provide itself 
with such water for distribution. If, 
therefore, the company were unable to 
furnish such water, or if for any 
other reason its obligation to furnish 
pure water could not be enforced, the 
city would be entirely justified in con- 
structing any necessary purification 
system of its own. But whatever may 
have been in the past the attitude or 
the failure of the company in this 
direction, it appears that the com- 
pany, upon which the primary re- 
sponsibility rests, is now ready, will- 
ing, and able to provide all necessary 
purification facilities. In such a sit- 
uation it, rather than the city, should 
be authorized to do so. Particularly 
is this true since it appears that the 
company can provide the necessary 
facilities as economically as the city 
and since it is entirely possible that 
the company may be required to puri- 
fy its water for its own customers. 
In such event, if the city were au- 
thorized to construct the facilities, a 
needless and wasteful duplication of 
plant would result. It follows that 
our previous authorization to the city 
should be rescinded. 


ORDER 


It is therefore ordered: 

That the portion of the order here- 
tofore made in this proceeding under 
date of July 10, 1941, 40 PUR(NS) 
485, approving the construction of a 


filtration plant, elevated storage tank, 
and associated equipment and altera- 
tions by the city of Cudahy, be and 
is hereby rescinded, and that the cer- 
tificate of authority issued for such 
construction be and is hereby revoked. 


Nixon, Commissioner, dissenting : 
In my judgment the order of July 
10, 1941, supra, approving the con- 
struction of a filtration plant, storage 
facilities, and associated equipment 
by the city of Cudahy is correct and 
should be affirmed. 

There are now two utilities en- 
gaged in rendering water service to 
the public in the city of Cudahy. The 
Cudahy Water Works Company has 
been pumping, storing, and supplying 
water to three large industrial con- 
sumers at retail and to the city of 
Cudahy at wholesale. The city uses 
about 40 per cent of the total quan- 
tity of water? pumped by the Cudahy 
Water Works Company which is dis- 
tributed to the domestic consumers by 
the city. This situation has existed 
since prior to 1913 and while there is 
a claim on the part of the Cudahy 
Water Works Company that it holds 
an exclusive indeterminate permit to 
render water service in the city of 
Cudahy it does not contend that the 
city should discontinue rendering wa- 
ter service to domestic users. 

It must be assumed, I think, that 
the city of Cudahy is legally engaged 
in rendering public utility service 
within the city. This being so, the 
question arises as to whether or not 
the city of Cudahy as a public water 
utility is empowered under the law to 





1It does not appear that there is presently 
at least a need for purifying the water sold 
to the large industrial users. There has been 
no demand from them for purified water. 
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construct and operate a filtration 
plant and storage reservoir for the 
purpose of filtering and purifying the 
water used by the domestic consum- 
ers. We so held in our opinion of 
July 10, 1941, supra. The majority 
opinion in this case states that both of 
these utilities have legal power to 
construct and operate the filtration 
plant in question but the effect of the 
majority opinion and the order there- 
in is to deprive the city of the right 
to construct its own filtration plant 
and confer that right upon the Cudahy 
Water Works Company. 


If this is a proceeding under the 
provisions of § 196.49, and it has 
been so treated by the parties and the 
Commission, then there can be no 
question that the city of Cudahy 
should be authorized to construct the 
We have no out- 


filtration plant. 
standing order under the provisions 


of § 196.49(4) which requires a 
showing of public convenience and 
necessity to authorize the construc- 
tion, installation, or operation of any 
new plant by a water utility. Hence 
if it appears that the proposed project 
will not substantially impair the eff- 
ciency of the service of such utility; 
provide facilities unreasonably in ex- 
cess of probable future requirements ; 
or when placed in operation add to the 
cost of service without proportionate- 


ly increasing the value or available 
quantity thereof, such construction 
must be authorized. There is no evi- 
dence in this record to indicate that 
the proposed construction of storage 
facilities, filtration plant, and asso- 
ciated equipment will impair the effi- 
ciency of the service being rendered, 
provide facilities unreasonably in ex- 
cess of future requirements, or add to 
the cost of service without increasing 
the value or available quantity there- 
of. On the contrary, the evidence 
shows a clear and urgent need for 
such facilities and the cost thereof is 
shown to be reasonable. Since the 
project meets the requirements of 
§ 196.45(4), I am of the opinion that 
we have no power to withhold au- 
thorization for the construction of the 
plant. 

If, as the majority opinion recog- 
nizes, the city of Cudahy is a public 
utility and has the power to construct 
the facilities here proposed, I see no 
justification for revoking the authority 
given to the city in our order of July 
10, 1941, supra. Nor do I discover 
in the record any evidence to indicate 
that conferring such authority upon 
the Cudahy Water Works Company 
will make pure water available to the 
consumers in Cudahy sooner than the 
city would be able to provide it if 
authorized so to do. 
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Re Charles M. Thomson, Trustee of 
Property of Chicago and North 
Western Railway Company 


[2-R-1344. ] 


Evidence, § 27 — Conclusions of witness. 
1. An objection, in a proceeding relating to railroad station discontinu- 
ance, to a question directed at the traveling auditor of the railroad compa- 
ny asking whether, in the event the petition be granted, there will be a 
saving to the company, should be sustained on the ground that a conclusion 
of the witness is asked, p. 172. 


Evidence, § 21 — Hearsay rule — Exhibit showing revenues and expenses. 
2. The hearsay rule in the law of evidence has been modified sufficiently 
so as to make admissible exhibits purporting to show revenues and ex- 
penses or computations derived therefrom at a railroad station, and this is 
particularly true in view of the nature of an investigation by the Commis- 
sion as an administrative and regulatory agency, p. 173. 


Evidence, § 1 — Commission proceeding. 
3. Rules of evidence are properly relaxed by administrative agencies, such 
as a Commission, which conducts investigations as an administrative and 
regulatory agency of the state, more nearly resembling, both in nature and 
purpose, a hearing by a legislative committee than a lawsuit, p. 173. 


[November 6, 1941.] 


PPLICATION for authority to discontinue railroad station 
l \ agency service; application denied. 


¥ 
By the Commission: On June 17, Western Railway Company by J. F. 
1941, Charles M. Thomson, as trustee Baker, Wisconsin Attorney by J. E. 
of the property of the Chicago and Krueger, Assistant Wisconsin Attor- 
North Western Railway, by his at- ney. In Opposition: Town of West- 
torneys J. F. Baker and John FE. forq by the Chairman and by Lueck, 
Krueger, filed with the Commission Skupniewitz & Los, stiners: 


its application to discontinue agenc a : 
vr sire ie d te i: - Beaver Dam; Central Wisconsin Can- 
service at its station known as South : 
neries by Arthur W. Lueck, Beaver 


Randolph, and to substitute caretaker i 
or rt service therefor Dam, and Vern Otto; The Order of 
: Railroad Telegraphers, by R. B. Boy- 


APPEARANCES: Charles M. Thom- ington, General Chairman, Chicago; 
son, Trustee, Chicago and North South Randolph Store, and town of 
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Courtland, Columbia county, by T. C. 
Kammholz, Attorney, Portage. 


Opinion 


South Randolph is a station on the 
Madison division of the Chicago and 
North Western Railway Company on 
the line between Clyman Junction and 
Wyeville. It is 7.58 miles by railroad 
west and north of South Beaver Dam 
and 6.37 miles by railroad from Fries- 
land, Columbia county. Applicant al- 
leges that the revenue derived from 
the station of South Randolph has de- 
creased over a period of five years; 
that the business done at that station 
does not warrant maintaining said 
agency service; and that a saving can 
be effected by discontinuing use of the 
agent and supplanting him with a 
caretaker. 

The South Randolph station is not 
within an incorporated village but is 
23 miles south of the village of Ran- 
dolph. The revenues from business at 
the station for the five years, 1936 to 
1940 inclusive, are shown in the fol- 
lowing table: 


Passenger 
Revenue 
$1,669.77 
1,202.66 
1,157.35 
419.49 
355.34 


$4,804.61 
$960.92 


Gross 
Freight 
$5,629.04 
5,841.80 
8,518.35 
12,660.07 
6,211.80 


$38,861.06 
$7,772.21 


Total 
$7,298.81 
7,044.46 
9,675.70 
13,079.56 
6,567.14 


$43,665.67 
$8,733.33 


Year 





Average .... 


The gross freight revenue includes 
revenue on all freight received at and 
forwarded from the station, while the 
passenger revenue shown is that de- 
rived from sale of tickets from pas- 
senger travel at South Randolph. It 
41 PUR(NS) 


is the plan of the carrier, if authority is 
granted, to keep its accounts for South 
Randolph at its Friesland station. 
South Randolph station is close to 
state trunk highway 73, a north and 
south highway which leads into the 
village of Randolph. The village has 
a population of 1,611 and is a station 
on the Chicago, Milwaukee, St. Paul 
and Pacific Railroad on the line be- 
tween Horicon and Portage. 

Cost of operation of the station at 
South Randolph in the five years from 
1936 to 1940, inclusive, varies from 
$2,008 to $2,178. The greater por- 
tion of this expense, of course, is in 
the remuneration paid the agent which 
ranged between $1,858 in 1939 and 
$1,792 in 1936. Practically, the sav- 
ing would be the salary of the agent 
plus the social security and railroad re- 
tirement tax of a little over $100 a 
year. Building maintenance, fuel, and 
telephone expense would be unchanged 
under a caretaker. The salary of the 
agent at South Randolph also includes 
remuneration of $10 a month for the 
operation of the pump to fill the water 
tank. 

The revenues and expenses of the 
railroad are also shown in the railroad 
exhibits for the first three months of 
1941. Comparison of the revenues of 
each year by months shows that those 
in the first three months of each year 
have been relatively small portions of 
the totals, in no instance being the 
fourth of the full year. So by apply- 
ing the same average percentage of the 
three months to the full year’s busi- 
ness to the three months of 1941 
makes it appear that the year 1941 will 
produce larger revenues than four of 
the previous five years. 

[1] At the initial hearing protes- 
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tants objected to the admission of cer- 
tain testimony and exhibits of the wit- 
ness Watschke, traveling auditor for 
the applicant. The objections were 
overruled and exceptions taken. The 
rulings and exceptions are six in num- 
ber and are found on pages 8 and 9, 
14 and 15, 30 and 31, 65, and 69 and 
70 of the record. 

We have reviewed the testimony 
and exhibits to which objection was 
offered. We conclude that the exam- 
iner erred in admitting the testimony 
on page 65 of the record of the hear- 
ing of July 24 (exception No. 5) 
which reads as follows: 


Q. In the event this petition is 
granted, will there be a saving to the 
company ? 

A. Yes. 

Mr. Kammholz: Just a moment, 
I move the answer of the witness be 
stricken on the ground he is not com- 
petent and qualified to testify, that he 
isnot an expert. 

Mr. Lueck: 
of the witness. 

Mr. Kammholz: And a conclu- 
sion of the witness pure and simple. 

Examiner Anderson: He may 
state his own conclusions. 

Mr. Kammholz: Exception. 

Mr. Lueck: Exception. 


And a 


conclusion 


The objection is sustained and the 
testimony stricken. 

[2,3] The rest of the exceptions 
relate to the exhibits purporting to 
show revenues and expenses or are 
computations derived therefrom at the 
South Randolph station of the appli- 
cant railroad. The grounds for objec- 
tion to such exhibits are that they were 
not properly identified and hearsay, 
they are not the best evidence, and not 


an accurate picture of the revenue as 
the same may be proportioned, or as 
the same may have been earned at this 
station. 

While it may be conceded that the 
exhibits do not constitute the best evi- 
dence of what they purport to show, 
it appears by the great weight of the 
authority that the hearsay rule in the 
law of evidence has been modified suf- 
ficiently so as to make the exhibits ad- 
missible. 


“Tt has been generally held that it 
is permissible for a witness to give a 
summary based on an inspection of a 
number of documents where the docu- 
ments are so numerous and intricate 
as to make an examination of them 
in court impractical.” Hooven v. 
First National Bank (1928) 134 Okla 
217, 273 Pac 257, 66 ALR 1203, 
1206, and annotation, citing Jordan v. 
Warner’s Estate (1900) 107 Wis 539, 
83 NW 946; Ruth v. State (1909) 
140 Wis 373, 122 NW 733; Riesen v. 
School District (1927) 192 Wis 283, 
212 NW 783. 

But aside from the consideration 
above, it must be remembered that the 
proceeding before the Commission is 
not a lawsuit but one in which the 
Commission is conducting an investi- 
gation as an administrative and regu- 
latory agency of the state, which more 
nearly resembles, both in nature and 
purpose, a hearing by a legislative 
committee which might have before it 
for consideration a bill authorizing the 
abandonment of agency service at a 
particular station or stations of the 
railroad. Such committees are not 
bound by the strict rules of evidence 
applicable to the trial of court actions, 
and it is well settled that such rules are 
properly relaxed by administrative 
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agencies, particularly in cases where 
such agencies are exercising delegated 
legislative power. Chicago & N. W. 
R. Co. v. Railroad Commission 
(1914) 156 Wis 47, 145 NW 216. 


The claim of the objectors that they 
cannot by cross-examination of the 
witness ascertain whether the figures 
in the exhibits are correctly taken 
from the books and records of the 
company has merit. In the cases here- 
tofore cited the hearsay or secondary 
evidence was permitted because the 
books and records from which such 
evidence was taken were either pres- 
ent in court or available for exami- 
nation by the opposite party. The ob- 
jectors have a right to challenge the 
correctness of the work done by the 
subordinates of the witness who testi- 
fied with respect to the exhibits pre- 
pared under witness’ direction. In 
this case, however, there was no spe- 
cific request that the railroad produce 
the books, documents, or records from 
which the figures in the exhibits were 
taken. Had that demand been made, 
the examiner might properly afford 
examination of such books, records, or 
documents as a condition of admitting 
the exhibits in evidence. 

The examiner’s rulings with the one 
exception noted are therefore sus- 
tained. 

At South Randolph is a canning 
plant of the Central Wisconsin Can- 
neries Company which has not been in 
operation for the past two or three 
years. It is equipped as a corn-on-the- 
cob plant but because of the nature or 
shortage of its raw material supply it 
was found not feasible to continue its 
operation. The canning company, 
however, has used it for the past few 
years as a warehouse for seed, machin- 
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ery, and supplies. There is a possj- 
bility that, given a grade of corn which 
can be economically canned, the plant 
will be reopened for operation within 
a reasonable time. 

Also located at South Randolph is 
the Roberts Brothers Store, a general 
merchandise partnership which deals 
in feed, grain, flour, and coal as well 
as the usual merchandise available at a 
general store. The partners testified 
that in 1939 they did business with the 
railroad for which $1,915.38 in 
freight charges was paid. In 1940 
the amount of freight charges was 
$1,806.62. From January 1, 1941, 
through August, 1941, such charges 
amounted to $1,175.09. 

Other users of the railroad at its 
South Randolph station were the 
Rockwell Manufacturing Company of 
Randolph which moved from Mil- 
waukee to begin operations in Ran- 
dolph in November, 1940. Testimony 
of this company’s representative was 
that it is now engaged in manufactur- 
ing under the defense program and its 
output, because of its nature, 1s 
shipped in carloads over the Milwau- 
kee road from Randolph; but it is an- 
ticipated that when normal operation 
such as it had conducted in Milwau- 
kee is resumed, it would sell direct to 
the lumber yards throughout the state 
and both railroads would be used for 
those shipments. The company em- 
ploys 125 men. 

The Highway Commission of 
Dodge County has made use of the 
South Randolph station for receipts 
of carloads of bitumen, sand and grav- 
el, and asphalt. The convenience of 
an agent for this highway work is in 
the Commission’s ability to contact 
the agent when it seeks additional free 
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time before demurrage begins to run 
when weather conditions are such that 
its cars cannot be unloaded within the 
allotted free time. It has also made 
use of the agent in tracing cars delayed 
en route. 

A scrap iron dealer, who has been 
in business at Randolph for less than 
a year, has used the North Western 
Railroad for shipment of outbound 
scrap iron for two of the three cars 
which he has originated. 


The president of a seed company 
located at Randolph testified that 
freight charges on their incoming 
freight amounted to approximately 
$1,400, of which the North Western 
had a portion and for outbound ship- 
ments, which are sent out collect, the 
company had, in the year just preced- 
ing the hearing, used applicant’s line 
for 141 shipments of a total weight of 
more than 30,000 pounds. 

While the applicant testified that the 
express agency would be maintained 
by some nearby resident with the same 
authority over express matter as a sta- 
tion agent, protestants’ testimony in- 
dicates that handling of express other 
than by the station agent would be a 
great inconvenience to the shippers. 
Included in this list of express ship- 
pers is a poultry and egg dealer whose 
eggs and poultry move by express to 
Milwaukee and whose empty egg con- 
tainers are returned by freight. 

The railroad operates a tri-weekly 
local westbound way freight on Mon- 
days, Wednesdays, and Fridays which 
makes regular stops at South Ran- 
dolph. On the other days of the week 
(Tuesdays, Thursdays, and Satur- 
days) an eastbound way freight is 
scheduled to stop at South Randolph. 
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Three other scheduled freight trains a 
day do not stop there regularly. In 
addition the railroad operates three 
passenger trains each way a day, one 
of which in each direction is scheduled 
to stop, the westbound at 6:32 P. M. 
and the eastbound at 7:40 a. M. 

Particular objection to the discon- 
tinuance of the agent was made by the 
Roberts Company which deals in 
grain, feed, and flour because it af- 
fects the receipts of their shipments of 
these commodities. All of this supply 
comes bill of lading, draft attached, a 
customary method of shipping such 
commodities. Before a car can be re- 
leased for unloading under this meth- 
od, consignees must take up the draft 
at the bank in Randolph and obtain 
from the agent the release of the car. 
In the event that the agency is discon- 
tinued it will be necessary for them to 
take up the bill-of-lading draft at a 
bank either at Friesland or Randolph 
and then get in touch with the agent at 
Friesland or at South Beaver Dam to 
obtain the release of the car so that it 
may be unloaded. Resultant delay 
and inconvenience would thus be 
caused. The same _ inconvenience 
would be caused to their inbound ship- 
ments of coal. They would either 
have to be prepaid or payment made 
to the agent at an open station. 

This same objector also ships grain 
when it is available and the making of 
the bill of lading would have to be 
done with the agent at the next open 
station. The railroad company sug- 
gests that by establishing a credit rat- 
ing with the railroads which would re- 
sult in publication in a proper tariff, 
the receivers and shippers of freight at 
South Randolph can very largely over- 
come this inconvenience. 
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Its proximity to the village of Ran- 
dolph makes the station of South Ran- 
dolph in fact a station for the village 
of Randolph. The applicant operates 
passenger service over this line and 
the only passenger service that the Mil- 
waukee road offers is mixed train op- 
eration which, it is common knowl- 
edge, does not afford good passenger 
service. The Milwaukee Road serv- 
ice through Randolph can be consid- 
ered only as branch line service. The 
westbound mixed train service of the 
Milwaukee Road is scheduled to reach 
Randolph at 10:30 a. m. and 9:40 
p. M. and the eastbound at 3:20 a. m. 
and 2:50 p. mM. The Milwaukee sta- 
tion is an open station of the railroad 
where the operator is on duty from 
9:45 a. M. to 4:45 p.m. The infor- 
mation just cited is from an employ- 
ee’s time care of the Milwaukee Road. 

The record discloses that there is no 
common motor carrier freight line op- 


erating through South Randolph, nor 
do our records show that there is any 
common motor carrier passenger sery- 
ice through either South Randolph or 
Randolph. The exhibits of the appli- 
cant contradict the statement of its pe- 
tition that revenues have been steadily 
decreasing in the five years beginning 
with 1936. On the contrary, there are 
very marked increases in gross rev- 
enues for 1938 and 1939, and in 1937 
and 1940 the carrier made a better 
showing than in 1936. It is true that 
the passenger revenues have fallen off 
but freight revenue has continued to 
show an increase. With the prospect 
of increasing business because of the 
establishment of new industries in the 
community and the fact that there has 
been some increase in business over 
the period of five years, the present 
does not appear a propitious time to 
discontinue agency service at South 
Randolph. 
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George F. Zahn et al. 


Wisconsin Telephone Company 


[2-U-1728.] 


Re Wisconsin Telephone Company 


[2-U-1759.] 


Service, § 445 — Telephone exchange areas — Changes. 


A telephone company which is required to extend service from one of its 
exchanges to furnish service in an area where service is required from 
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ZAHN v. WISCONSIN TELEPHONE CO. 


that exchange should not be permitted to shift subscribers of long standing 
connected to another exchange but located in the same area. 


[November 7, 1941.] 


ETITION for order directing extension of telephone service 
Pad investigation of proposed changes of exchange areas; 
extension ordered and company’s petition for order authorizing 
discontinuance of service to certain subscribers from one ex- 

change denied. 


By the Commission: On June 16, 
1941, George F. Zahn and twenty- 
eight others petitioned the Commis- 
sion for an order directing the Wis- 
consin Telephone Company to serve 
a subdivision known as Calhoun 
Farms in the town of New Berlin, 
Waukesha county, from a Milwaukee 
exchange. 

The matter was not immediately 
set for hearing because of some nego- 
tiations hereafter referred to. After 
the failure of those negotiations to 
effect the desired settlement, the Wis- 
consin Telephone Company on August 
14th, filed its answer to the petition 
expressing its willingness to extend 
service from its Milwaukee ex- 
change area to the petitioners, upon 
the condition that the Commission di- 
rect that all persons in the area and 
some subscribers in the immediate 
neighborhood should be served only 
from the Milwaukee exchange area. 
The answer was made the basis of the 
investigation in 2-U-1759 above. 

The two matters were heard upon 
the same record on September 5, 
1941, at Milwaukee before Examiner 
W. A. Anderson. 


APPEARANCES: George F. Zahn, 
Waukesha, for petitioners in 2—U- 
1728; Francis I. Hart and F. M. Mc- 
Eniry, General Commercial Manager, 
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for Wisconsin Telephone Company; 
R. C. Schissler, Milwaukee. In op- 
position: Mrs. H. E. Langemack, 
Waukesha; R. J. Ruby, Waukesha; 
H. F. Ziemer, Waukesha; G. E. 
Downie, Jr., Waukesha. Of the 
Commission Staff: Kenneth J. Jack- 


son, Rates and Research Department. 


Opinion 

Calhoun Farms is a subdivision lo- 
cated in section 4 of the town of New 
Berlin, Waukesha county, and rough- 
ly constitutes the northeast quarter of 
that section. The Wisconsin Tele- 
phone Company operates exchanges 
both in Milwaukee and Waukesha. In 
1935 it filed with the Commission a 
map establishing an exchange area 
boundary line between the most west- 
erly of its Milwaukee exchanges (the 
Bluemound exchange) and the Wau- 
kesha exchange. The east and west 
line of that boundary, in so far as it 
affects the situation herein, is the west 
line of sections 4, 9, and 16 of the 
town of Brookfield, Waukesha county, 
to the south line of section 16; thence 
east on the south line of section 16 to 
center of section 21; thence south 
through the center of sections 21, 28, 
and 33 in the town of Brookfield; 
thence east on the line between the 
towns of Brookfield and New Ber- 
lin, to the northeast corner of sec- 
41 PUR(NS) 

























































































































































tion 4; thence south on the line 
between sections 3 and 4; thence 
east to center of section 3 and on the 
center line of sections 3, 10, 15, and 
22. By establishment of this boun- 
dary the northwest quarter of section 
4 was allocated to the Waukesha ex- 
change area. 

The great majority of the petition- 
ers in 2—-U-1728 live in the so-called 
Calhoun Farms subdivision, all con- 
tained in the northwest quarter of sec- 
tion 4, north of the right of way of 
the Chicago and North Western Rail- 
way Company’s Madison division and 
of The Milwaukee Electric Railway 
and Transport Company’s interurban 
line between Milwaukee and Wau- 
kesha. The east boundary of this 
northwest quarter is known as Cal- 
houn road. The north boundary is 
the extension of Greenfield avenue of 
the city of Milwaukee, and the west 
boundary is known as Pierce street. 
Immediately north of Greenfield ave- 
nue in section 33 of the town of 
Brookfield lies another platted area 
which contains a number of subscrib- 
ers to the Milwaukee Bluemound ex- 
change. In the northwest quarter of 
section 4, the Waukesha exchange is 
now serving thirteen subscribers. All 
except one, Mrs. H. E. Langemack, 
have agreed to discontinue their 
Waukesha service upon inclusion of 
this quarter section in the Milwaukee 
area and to take Milwaukee exchange 
area service. 

Both the Waukesha and Milwaukee 
exchanges have subscribers in section 
3 of the town of New Berlin and in 
section 33 of the town of Brookfield, 
immediately north of section 4 in the 
town of New Berlin. The proposal 
41 PUR(NS) 
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of the telephone company is that it 
will move its boundary line between 
its Waukesha exchange and its Mil- 
waukee Bluemound exchange to in- 
clude the northwest quarter of section 
4 of the town of New Berlin, if the 
Commission will concurrently direct 
it to discontinue service from its 
Waukesha exchange to two subscrib- 
ers in section 3 of the town of New 
Berlin, one subscriber in section 33 
of the town of Brookfield, and the one 
subscriber in the northwest quarter 
of section 4, the proposed new addi- 
tion to the Milwaukee exchange area, 
who desires to continue to be served 
from Waukesha. In other words, 
there is but one subscriber, Mrs. 
Langemack, whose status as a sub- 
scriber of the Wisconsin Telephone 
Company would be changed by the in- 
clusion of the northwest quarter of 
section 4 into the Milwaukee Blue- 
mound exchange. Of the other three, 
R. J. Ruby, who lives in section 33 
in the town of Brookfield, now has 
service from both exchanges although 
he is within the area set out by the 
boundary line filing allocated to the 
Milwaukee Bluemound — exchange. 
The same is true of H. E. Ziemer who 
lives directly east of the present 
boundary line and within the Milwau- 
kee exchange area. G. E. Downie is 
also in section 3 of the town of New 
Berlin in the Milwaukee exchange 
area, approximately 700 feet east of 
Calhoun Road where it constitutes 
the dividing line between the two ex- 
change areas. 

The center of this northwest quar- 
ter of section 4 is 6.6 route line miles 
from the Waukesha exchange and 5 
miles by air-line distance; and 9.1 
miles route-line distance and 7.1 miles 
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air line distance from the Bluemound 
exchange. 

Testimony shows that adequate 
telephone service to the petitioners, as 
well as the public convenience and ne- 
cessity required, can be rendered only 
by service from Milwaukee. Practi- 
cally all of the petitioners for Milwau- 
kee service earn their livelihood in 
Milwaukee and their business and so- 
cial connections are in that city. The 
telephone company concedes this by 
its indication of willingness to change 
the boundary line between the two 
exchanges to include the petitioners in 
the Milwaukee area under conditions. 

It has been noted that the only sub- 
scriber who wishes to retain Wauke- 
sha exchange service in the area pro- 
posed to be added to the Bluemound 
exchange is Mrs. H. E. Langemack. 
She has testified that she is a Chris- 
tian Science practitioner who is con- 
nected with the church or organiza- 
tion in the city of Waukesha. When 
she and Mr. Langemack moved to 
their present residence twelve years 
ago, they made application for Mil- 
waukee telephone service. Her hus- 
band was a salesman operating from 
Milwaukee and he felt that it was nec- 
essary to have direct telephone con- 
nection with Milwaukee. They were 
advised that if they would obtain six 
subscribers for Milwaukee service in 
their immediate area, Milwaukee serv- 
ice could be extended to them. Ap- 
plications were obtained from eight 
potential subscribers for Milwaukee 
service but after a lapse of time when 
Milwaukee exchange service was not 
forthcoming, the Langemacks sub- 
scribed to Waukesha service and have 
had it since. Mrs. Langemack sev- 
ered all her connections in Milwau- 
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kee, as did her husband who now has 
his business connections in Waukesha. 
They use the telephone four or five 
times a day. 

Of the other three subscribers 
who are now in the area allocated 
to the Milwaukee Bluemound ex- 
change and who have Waukesha 
service, H. F. Ziemer lives in sec- 
tion 3 of the town of New Berlin. 
He has service of both exchanges and 
has had the two services for more 
than five years. He has lived in the 
district for twenty years, during all 
of which time he has had Waukesha 
service, discontinuance of which the 
company now seeks to make a condi- 
tion of extending the Milwaukee area 
into section 4. He is in the garage 
business and he estimates that he uses 
the Waukesha connection twice as 
much as he does the Milwaukee. 

G. E. Downie has Waukesha tele- 
phone service only at his residence in 
section 3, town of New Berlin which 
is in the Milwaukee Bluemound ex- 
change area. He testified that he is 
in the gasoline, fuel oil, and truck 
business and that a good share of his 
business is conducted in the area 
served by the Waukesha exchange. 
His social connections are in the 
neighborhood of Waukesha. He de- 
livers gasoline in both the Milwaukee 
and the Waukesha exchange areas. 
His physician lives in Waukesha. 
He uses Milwaukee service also, but 
has his connection with it through a 
bulk station a half block north of his 
residence where orders for business 
he has with customers on the Milwau- 
kee side of the boundary line are ac- 
cepted. 

R. J. Ruby, the third subscriber to 
Waukesha service within the Milwau- 
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kee area, lives in section 33 of the 
town of Brookfield. He has service 
from both the Waukesha and Milwau- 
kee Bluemound exchanges. He testi- 
fied that there has been a Ruby home- 
stead where he resides since 1849 and 
he is confident that the Waukesha 
service has been in the residence for 
at least twenty-five years. In 1937 
or 1938 he was solicited by the tele- 
phone company to install service from 
the Milwaukee Bluemound exchange. 
In so far as the record shows no indi- 
cation was given that such subscrip- 
tion might result in the eventual dis- 
continuance of the Waukesha service. 

Mr. Ruby produces, wholesales, and 
retails milk. He sells to schools, hos- 
pitals, and hotels in Waukesha proper 
and in the subdivisions east of where 
he lives, in the vicinity of Milwaukee. 
His estimate is that two-thirds of his 


business is conducted through the 


Waukesha exchange. On his outgo- 
ing calls, he estimates that for every 
three telephone calls to subscribers of 
the Waukesha exchange, he makes 
one to some Milwaukee subscriber. 
His business, his bank, social, and 
church activities are all in Waukesha. 
For a number of years he has been a 
member of the official board of a 
church whose members are served by 
telephone in the Waukesha area. For 
years he has been secretary and treas- 
urer of the Milwaukee Milk Associa- 
tion which is in the Waukesha area 
and has been a member of the school 
board of his district for ten years, a 
position which requires connection 
with the county superintendent and 
with teachers served by the Wauke- 
sha exchange. 

The company’s position, set forth 
in the testimony of its general com- 
41 PUR(NS) 


mercial manager, is that, in its expe- 
rience, the maintenance of a definite 
area boundary as far as possible will 
produce adequate and dependable 
telephone service through the building 
of exchange plant to serve a defined 
area within prescribed limits, in a 
practical and economical manner to 
produce the greatest development or 
use of the service with minimum in- 
vestment in plant. Defined exchange 
area boundaries finally result in re- 
duced maintenance expense,  elimi- 
nate overlapping of service, decrease 
investment and provide the most eco- 
nomical operation. To continue to 
give Waukesha service to Mrs. Lange- 
mack, the company would have to 
make some additional investment from 
the Waukesha exchange in addition 
to the expense of changing over the 
area from the Waukesha exchange 
to the Milwaukee Bluemound ex- 
change. 

Further, the company takes the po- 
sition that the application in question, 
with the rendition of Waukesha serv- 
ice to these four subscribers, produces 
a situation where a Waukesha sub- 
scriber can walk across the street and 
have toll free connection to Milwau- 
kee through his neighbor’s telephone 
or a Milwaukee subscriber can get toll 
free Waukesha exchange service. 
The company feels that a definite dis- 
crimination is created where there is 
dual service to one premises from two 
exchanges and it has been its object 
to attempt to eliminate such dual 
service. 

No discussion is necessary as to the 
adequacy of telephone service to the 
twenty-eight potential subscribers for 
Milwaukee service. The company con- 
cedes the need of it and the testimony 
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shows that in all likelihood all of the 
signers of the petition will become 
subscribers to Milwaukee service. 
However, the condition which the 
company would impose for the ren- 
dition of Milwaukee Bluemound serv- 
ice in the area affected is neither equi- 
table nor reasonable. Certainly it 
cannot be said that those subscribers 
of Waukesha service whose lives have 
been accommodated to the existing 
service should undergo hardship and 
possible real injury by being com- 
pelled to change from the service of 
one exchange to that of another. 
Subscribers with a record of many 
years’ use of the service of an ex- 
change have a more valid right to a 
continuance of that service than any 
individual applicant for service from 
some other exchange. Regardless of 
the question of the authority of the 
Commission to direct a discontinuance 
of the service of one exchange when 
another is about to enter the territory, 
we do not feel that we may properly 
authorize such discontinuance here. 
In connection with the allegation 
of discrimination, it appears that such 
discrimination presently exists for 
three of the subscribers for whom the 


company asks authority to discontin- 
ue service from Waukesha. Within 
the restricted area herein involved, it 
is unlikely that the practice, if it ex- 
ists, of a subscriber in one exchange 
making use of the service of a sub- 
scriber in another exchange for the 
purpose of avoiding payment of a toll 
charge would be stimulated by the re- 
sult of this order. 


Finding 


The Commission finds: 

1. That reasonably adequate serv- 
ice to potential subscribers in the ter- 
ritory as now developed in the north- 
east quarter of section 4 in the town 
of New Berlin, Waukesha county, re- 
quires the extension thereto of the 
service of the Milwaukee exchange 
area of the Wisconsin Telephone 
Company. 

2. That reasonably adequate serv- 
ice requires the continuance of rendi- 
tion of Waukesha service of the Wis- 
consin Telephone Company to those 
subscribers now receiving and desir- 
ing to retain it in sections 3 and 4 of 
the town of New Berlin, Waukesha 
county, and in section 33, town of 
Brookfield, Waukesha county. 





CALIFORNIA RAILROAD COMMISSION 


Re Magalia Water Company 


[Decision No. 34568, Application No. 23609.] 


Certificates of convenience and necessity, § 85 — Denial — Unauthorized opera- 


tion. 


1. Authority to operate a public utility water system was denied where 
the applicant had been operating illegally and where the unreasonableness 
of the rates for water and the billing of consumers for service connections 
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manifested a disregard of an agreement made at the time the system was 
transferred to the applicant, p. 183. 


Certificates of convenience and necessity, § 88 — Evidence of public convenience 
and necessity — Possession as basis for finding. 

2. The mere fact that an applicant for a certificate to operate a public 

utility water system has come into actual possession of existing distribution 

facilities under some color of legal right does not of itself justify a finding 

that public convenience and necessity require future operation of the sys- 


tem as a utility function, p. 183. 


[September 10, 1941.] 
PPLICATION for authority to operate public utility water sys- 


tem; denied. 


APPEARANCES: Ben H. Steffen, 
for B. R. Steffen; John Dennis, for 
Magalia Heights Home Owners’ As- 
sociation; H. W. Hoobler, for Magal- 
ia residents, 


By the Commission: In this pro- 
ceeding B. R. Steffen seeks a certifi- 
cate to operate a domestic water sys- 


tem in the unincorporated community 
of Magalia in the county of Butte. 
Public hearings were held at Chico 
before Examiner Stava. 
The proposed service area embraces 
the townsite of Magalia Heights, a 
real estate development as a summer 


or vacation resort. The Magalia 
Heights Home Owners’ Association, 
a mutual organization, has heretofore 
owned and operated a small distribu- 
tion system in this area. Steffen has 
purportedly acquired title to such wa- 
ter system and proposes now to oper- 
ate it as a public utility service. 

Most of the water users in Magalia 
Heights are residents of the commu- 
nity during the summer season only. 
There were about thirty connections to 
the mutual association’s system. It 
appears that the difficulties experienced 
by the members of this association in 
the administration of their water sys- 
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tem prompted them to enter into an 
agreement in June, 1939, for a con- 
veyance of the system to one B. H. 
Steffen, the father of the applicant 
herein. A deed was actually executed 
on June 23, 1939. At the same time 
said Steffen signed a collateral agree- 
ment, undertaking to make certain im- 
provements and extensions at his own 
expense and to secure authorization 
of the Railroad Commission to oper- 
ate a public utility water system. In 
September of the same year, B. H. 
Steffen conveyed the water system to 
B. R. Steffen. The latter did not make 
application to this Commission for a 
certificate until July 31, 1940. How- 
ever, the Steffens had immediately as- 
sumed control of the system and un- 
doubtedly at all times operated it for 
profit as a private utility property. 
At the time of the hearings upon 
this application, there was revealed an 
almost unanimous dissatisfaction up- 
on the part of the water users toward 
the alleged arbitrary action of the two 
Steffens manifested at once upon their 
obtaining possession of the water sys- 
tem. It was charged that the cost of 
certain extensions had been assessed 
against the consumers, contrary to 
their agreement with B. H. Steffen, 
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RE MAGALIA WATER CO. 


and that unreasonable increases had 
heen made in monthly water charges. 
(1, 2] It is clear that either B. R. 
Steffen, the applicant herein, or his 
father, B. H. Steffen, has undertaken 
to operate a utility service illegally. 
They also undertook to convey the 
properties without consent of the 
Commission. It is clear also that the 
unreasonableness of their charges for 
water and their billing of consumers 
for service connections manifested a 
disregard for the promises made at 
the time the system was given to them. 
As the older Steffen has been the op- 
erator of other utility properties in 
the northern part of the state, he can- 
not well plead ignorance of the obli- 
gations imposed by law upon one seek- 
ing to enter upon such an enterprise. 
With these facts in view, we feel 
compelled to deny applicant’s request 
for a certificate. Continued water 
service of some kind in this commu- 
nity is, of course, a necessity. But the 


mere fact that the applicant Steffen 
has come into actual possession of the 
existing distribution facilities under 
some color of legal right does not of 
itself justify our finding that public 
convenience and necessity require fu- 
ture operation of the system as a util- 
ity function. A denial of Steffen’s ap- 
plication means that he must immedi- 
ately cease to operate the water sys- 
tem for compensation or incur the 
penalties attached to his continued il- 
legal acts. It is not believed that this 
action will result in any hardship to 
those who may be dependent upon this 
system for their water supply. The 
members of the mutual association 
should be given the opportunity, as 
many of them suggest, to repossess the 
water system and to operate it as be- 
fore for their mutual benefit. If this 
be not accomplished, the matter may 
again be presented to the Commission 
for further consideration. 





INDIANA SUPREME COURT 


Public Service Company of Indiana 


City of dhe 


[No. 27484.] 
(— Ind —, 36 NE(2d) 852.) 


Municipal plants, § 28 — Property acquisition — Compensation — Removal costs. 
1. A municipality purchasing an electric company’s property in the city 
need not compensate the company for the cost of removing a substation, 
where the electric company purchased the substation after the city had in- 
stituted a proceeding to purchase the property and the company’s predeces- 
sor, by building the station within the city limits without a franchise, took 
the risk that removal of the property might be required, the electric com- 
pany purchasing subject to that risk, p. 184. 
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Valuation, § 64 — Determination for municipal acquisition — Severance damages 


— Wholesale and retail units. 


2. An electric company serving a municipality at retail under a permit 
giving the city the right to purchase the property operated under the per- 
mit was not entitled, on city’s purchase of such property, to damages for 
severance of that local unit from its wholesale system serving several com- 


munities, p. 184. 


[October 16, 1941.] 


ETITION for rehearing in proceeding to determine compensa- 

P tion to be paid by municipality upon acquisition of utility 

property; denied. For former opinion, see 40 PUR(NS) 415, 
34 NE(2d) 20. 


APPEARANCES: Evans & Hebel, of 
Indianapolis, Parr, Parr & Parr and 
Rogers & Smith, all of Lebanon, and 
Owen S. Boling, of Indianapolis, for 
appellant; Scifres & Hollingsworth, 
Thomas O. Beck, and Adney & Ad- 
ney, all of Lebanon, for appellee. 


FANSLER, C. J.: 

[1, 2] In addition to the facts set 
out in the opinion, it appears that in 
1931 the appellant purchased a trans- 
missjon line from the receiver of the 
Terre Haute, Indianapolis and East- 
ern Traction Company and _ recon- 
structed the line to serve as a power 
transmission line, which it connected 
with its generating plant in another 
county and with the substation owned 
and operated by the Northern Indiana 
Power Company in the city of Leban- 
on, and that thereafter power for the 
city of Lebanon was furnished over 
this line, and the transmission line 
of the Northern Indiana Power Com- 
pany was used only as a stand- 
by source of energy. Afterward the 
appellant purchased the substation. 
The appellant suggests that it may 
have to remove its substation from 
the city'of Lebanon, since it no long- 
er has a franchise to operate a utility 
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in that city. But the substation was 
built within the limits of the city by 
the Northern Indiana Power Com- 
pany, and was purchased by the appel- 
lant after the proceeding to purchase 
its utility property was begun. By 
building the substation within the city 
limits without a franchise, the North- 
ern Indiana Power Company took the 
risk that it might be required to re- 
move the property. It was purchased 
by the appellant after these proceed- 
ings were begun, subject to that risk, 
and no reason can be seen why the city 
should be required to assume the bur- 
den of the risk by compensating the 
appellant in an amount equal to the 
cost of removing the station, even 
though it had been established that 
the station must be removed. 

It cannot be seen that the addition- 
al facts change the situation with re- 
spect to severance damages. The 
franchise was to furnish electricity at 
retail to the local community. The 
appellant company was engaged in 
business elsewhere under franchises to 
furnish electricity to other local com- 
munities, and it was also engaged in 
the wholesale business of manu factur- 
ing and furnishing current at whole- 
sale to local distribution plants which 
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it owned and to plants owned by oth- 
ers. The power line from the appel- 
lant’s generating plant serves other 
communities and other distribution 
systems, some of which, as the facts 
are understood, are served through 
the substation in the city of Lebanon. 
It is as though one private individual 
had franchises to conduct retail busi- 
nesses in several cities, with a provi- 
sion in the franchise that the local 
communities may purchase that retail 
business, and the same private indi- 
vidual was engaged in the manufacture 
of the commodity dealt in by the retail 
businesses under the franchises and 
furnished that commodity at whole- 
sale to his own retail businesses and 
to other retail establishments operat- 
ed in other cities. The manufactur- 


ing and wholesaling must of necessity 
be considered as a separate and dis- 


tinct enterprise as though it were op- 
erated by a separate and distinct per- 
son. 

Our Public Service Commission 
law, Burns’ Ann. Stats. § 54-101 et 
seq., was taken from Wisconsin. The 
supreme court of Wisconsin has re- 
peatedly held that the local distribu- 
tion plant must be treated as a unit, 
and that the statute so contemplates ; 
that the agreement that the local com- 
munity may purchase the property 
used and useful, operated under the 
franchise in the local community, does 
not contemplate that the community 
must purchase a part of a wholesale 
manufacturing and distribution sys- 
tem serving many communities, and 
that the local community may not be 
charged with the diminution in value 
of the generating and wholesale dis- 
tribution plants occasioned by the loss 


of the local community as a customer. 
See Wisconsin Power & Light Co. v. 
Public Service Commission (1935) 
219 Wis 104, 10 PUR(NS) 115, 261 
NW 711, 262 NW 257; and Wiscon- 
sin Power & Light Co. v. Public Serv- 
ice Commission (1939) 232 Wis 59, 
31 PUR(NS) 387, 286 NW 588. 
We cannot see that the fact that the 
power is generated and distributed at 
wholesale by the owner of the local 
franchise rather than by a stranger in 
any way changes the situation. A 
stranger who constructs generating 
and wholesale distribution plants to 
serve local retail distribution plants 
operated under local franchises does 
so at his own risk. If the municipal- 
ity should purchase the local plant it 
would be free to continue procuring 
current from the same wholesaler or 
to look elsewhere for its supply, and 
in the latter event the independent 
wholesaler could claim no compensa- 
tion from the local municipality be- 
cause of his loss of a customer or the 
diminution in value of his property 
because of the loss of income. Ref- 
erence is made in the Wisconsin cases 
cited to situations in which the sever- 
ance of the local distribution plant 
from a large system has required a re- 
construction or rearrangement of 
leads or feeder lines or other equip- 
ment used as part of the local plant 
and also as part of the general distri- 
bution system, and it is intimated that 
the expense of physical severance and 
rearrangement is an item that may be 
taken into consideration, but there is 
no such situation apparent here. So 
far as the record discloses, the physi- 
cal severance may be accomplished by 
merely disconnecting the wires at the 
substation (if there is to be a physical 
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severance, and if the municipality when it accepted the indeterminate 
does not continue to purchase its cur- permit, the local utility property jg 
rent at wholesale from the appellant). treated as a unit which may be pur. 
The rule applicable to condemnation chased as a unit and not as a part of 
of property under the power of emi- some larger unit. The contention tha 
nent domain, in which the value of the eminent domain rule applies was 
the property and damage to the re- made in Wisconsin, but in a well. 
maining property from which it is reasoned opinion in one of the cases 
severed must be paid, does not apply, above referred to the contention was 
since, under the statute and the agree- denied. 

ment entered into by the appellant Petition for rehearing denied. 
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Columbus Gas & Fuel Company 


City of Caluaiinns 


[No. 9149.] 


Federal Gas & Fuel Company 


City of Cclieuiions 


[No. 9150.] 


Expenses, § 91 — Rate case expenses — Unsuccessful defense by company. 
1. Expenses relating to the procurement, preparation, and submission of 
evidence and briefs offered in an attempted defense by a gas company 
of the practice of adulterating its natural gas, in violation of its contract 
with a municipality, were excluded from the company’s rate case expenses, 
p. 187. 

Expenses, § 89 — Rate case expenses — Burden of proof. 
2. A public utility has the burden of proving the propriety of its rate case 
expenses, p. 187. 

(DuntaAvy, Commissioner, dissents.) 
[October 23, 1941.] 


ROCEEDING to fix natural gas rates following mandate by 
an rates established. For court decision, see 138 Ohio 
St 483, 40 PUR(NS) 184, 35 NE(2d) 829, and for former 

Commission decision, see 32 PUR(NS) 321. 
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COLUMBUS GAS & FUEL CO. v. COLUMBUS 


By the Commission: In compli- 
ance with the decision of the supreme 
court of Ohio rendered July 23, 1941, 
138 Ohio St 483, 40 PUR(NS) 184, 
35 NE(2d) 829, and the mandate 
which followed, we are instructed to 
fix a rate for the gas consumers of 
Columbus, Ohio, on the basis of the 
natural gas supplied by the Ohio Fuel 
Gas Company or its predecessors, the 
Federal Gas and Fuel Company, and 
the Columbus Gas and Fuel Company. 
The rate which we are to fix is for the 
ordinance period of five years from 
November 12, 1934, to November 12, 
1939. The court stated in its opinion 
that our computations could be made 
from the existing record with addi- 
tional evidence if necessary. We find 
the record contains sufficient evidence 
to comply with the instructions given 
by the court. 

This case, due to its complex and 
novel problems which were involved, 
presented to the Commission and the 
court, a question of great importance 
to the public in the application of prop- 
er practices by a public utility. 

Public utilities are given a cloak of 
protection under our Ohio law which 
gives them certain privileges such as 
lack of competition, in the usual 
sense; prevention of confiscation of 
their property; and a reasonable re- 
turn on their investments to assure fi- 
nancial integrity for their business. 
However, with these privileges, are 
imposed very definite obligations to 
the public. Foremost among these 
obligations is that which requires 
management to adhere strictly to its 
contractual obligations entered into 
with a municipality. 

The agreement which the company 
entered into with the city of Colum- 


‘der the circumstances natural 


bus in this case called for natural gas 
and as the supreme court states: 
“Natural gas was called for and un- 
gas 
should have been supplied—not mixed 
gas.” 

The company chose to furnish to 
the consumers in Columbus an adul- 
terated gas—a hybrid product which 
contained, according to the record, 
6.48 per cent of an unburnable ele- 
ment for which the consumers had to 
pay, on the same basis as though they 
were receiving natural gas. They 
were therefore receiving only 93.52 
per cent natural gas whereas they 
were entitled to 100 per cent natural 
gas and a rate must be fixed on such 
a basis. 

We are instructed by the court, in 
a carefully worked-out opinion, clear 
and concise, to do two things. First 
and fundamentally, we are to fix a rate 
for the period in dispute on the basis 
of the natural gas supplied and second- 
ly, to eliminate any and all expenses of 
the company connected with the pro- 
curement and distribution of the 
manufactured inert and reformed 
gas. In conformity with these in- 
structions, a new determination has 
been made on the basis of the natural 
gas supplied, and items of expense 
connected with the procurement and 
distribution of the inert reformed gas 
have been eliminated. 

[1, 2] The tables attached hereto 
are made a part of this finding and 
order. The determinations as to the 
various items of expense and the 
method of computing the natural gas 
supplied are all figures and data taken 
from the record with the exception of 
the percentage of rate case expenses 
assignable to the procurement of evi- 
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dence, the preparation of exhibits and 
submission of evidence, briefs and 
argument relating to inert and re- 
formed gas. We have eliminated 40 
per cent of the rate case expense as- 
signable to this item because of the 
large amount of time consumed and 
expense incurred in the attempted de- 
fense by the company of this practice 
of adulterating their natural gas. The 
percentage of rate case expense at- 
tributable to this practice must be 
eliminated even though it is not sus- 
ceptible to exact mathematical calcula- 
tion. It must, however, be borne in 
mind that the burden rests heavily up- 
on the company under these circum- 
stances. The court, in its opinion, 
places and admonition upon the com- 
pany by calling this a “surreptitious 
practice’ and it is axiomatic that no 
one may profit by his own wrongdo- 
ing. We therefore feel that the as- 
signment of 40 per cent of the total 
rate case expense to this item is a very 
conservative apportionment. 

The determinations, as in the for- 
mer finding, are based upon valuations 
of the property used and useful in fur- 
nishing the service as of November 
12, 1934, and the expenses of the com- 
pany for the years 1935, 1936, and 
1937, after exclusion of the items as 
directed by the court. In the deter- 
mination of a revised state-wide gate 
rate and a revised retail rate for Co- 
lumbus, volumes of gas transported 
and sold are the same as in the former 
finding of this Commission. 


Items of Expense Eliminated 

Eliminated expenses connected with 
the procurement and distribution of 
the manufactured inert and reformed 
gas consist of $110,908.42 of re- 
formed and stabilizing gas production 
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expenses for the year ended Decem. 
ber 31, 1937 (set forth in Ohio Fye| 
Exhibit 84, Schedule “K’’), $168. 
631.55 of the company used gas con. 
sumed in the production of reformed 
and stabilizing gas during the year 
ended December 31, 1937 (set forth 
in Ohio Fuel Exhibit 84, Schedule 
“K”), and 40 per cent of the rate case 
expense. The item of $168,631.55 of 
gas used for production of reformed 
and stabilizing gas is eliminated in 
Schedule “K” in arriving at the $110- 
908.42 reformed and stabilizing gas 
production expenses, but there is also 
eliminated in Schedule “C” of the 
same exhibit “Credits to Operating 
Expenses and Total Cost of Service,” 
a credit to cost of service in the same 
amount in Account No. 460, Gas Used 
for Power, which leaves the cost of 
this gas in Cost of Gas Purchased and 
Produced as set forth in Schedule “A” 
of this exhibit. 


Revised State-wide Gate Rate 

A determination of a revised state- 
wide gate rate for natural gas, with- 
out any inert or reformed gas, has 
been made, with operating expenses 
as set forth in Table 10 of which page 
1 has been revised and is attached 
hereto [omitted here], wherein, in lieu 
of the inert and reformed gas distrib- 
uted in the respective years there is 
substituted an equal amount of nat- 
ural gas at the average rate for gas 
purchased in said respective years. No 
changes are made on pages 2 to 6, in- 
clusive, of Table 10. 

In revised Table 12 [omitted here] 
an average state-wide city gate rate 
for natural gas is determined, based 
on operations for the years 1935, 
1936, and 1937, including therein op- 
erating expenses as set forth in Re- 
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COLUMBUS GAS & FUEL CO. v. COLUMBUS 


vised Table 10, page 1, excluding Re- 
formed and Stabilizing Gas Produc- 
tion Expense and the gas used in the 
srocess, Which results in a deduction 
of $56,210.52 in cost of service in- 
stead of an allowed expense of $36,- 
069.47 in the former finding. State 
excise and Public Utilities Commis- 
sion taxes are recomputed on the costs 
of service thus allowed. This method 
produces an average state-wide gate 
rate for natural gas for the years 1935, 
1936, and 1937, of 38.40 cents per 
thousand cubic feet, as set forth in the 
above-described Revised Table 12 at- 
tached hereto. [Omitted here. ] 


Revised Retail Rate for City of 
Columbus 


In Revised Tables 5 and 6, attached 
hereto and made a part of this finding 
and opinion, determinations are made 
of average cost of service for natural 


gas for the former Federal Gas and 
Fuel Company and the former Colum- 
bus Gas and Fuel Company for the 
years 1935, 1936, and 1937, wherein 
costs of operation are included at the 
amounts allowed in the former find- 
ing except that Natural Gas Purchased 
for Resale is included at the average 
state-wide gate rate for natural gas 
as set forth in Revised Table 12. An 
average cost per thousand cubic feet 
is then determined on the basis of the 
per cent of natural gas furnished as 
determined in Tables A, B, and C at- 
tached hereto. 

In Revised Table 7 there is deter- 
mined an average rate per thousand 
cubic feet.for gas furnished in Co- 
lumbus by the combined former Fed- 
eral and former Columbus companies. 
Costs of service are as set forth in 
Revised Tables 5 and 6 above de- 
scribed and there is eliminated 40 per 


cent of Rate Case Expense as assign- 
able to the procurement of evidence, 
preparation of exhibits and submis- 
sion of evidence and argument rela- 
tive to inert and reformed gas. On 
the costs of service thus allowed, state 
excise and Public Utilities Commis- 
sion taxes are recomputed. If all gas 
supplied in the city of Columbus dur- 
ing said period had been undiluted nat- 
ural gas, an average rate of 56.68 per 
thousand cubic feet for natural gas 
is thus arrived at, but on the basis of 
per cent of nautral gas supplied, as 
set forth in Tables A, B, and C [omit- 
ted here], a rate of 53 cents per thous- 
and cubic feet for the natural gas sup- 
plied inside the city of Columbus dur- 
ing the said period is determined. 


Form of-Rate 


A form of rate, which, applied to 
usage of customers of the [ederal 
Gas and Fuel Company and the Co- 
lumbus Gas and Fuel Company for 
the above period will give recognition 
of customer costs as well as commodi- 
ty costs and result in an average rate 
of 53 cents per thousand cubic feet, 
is as follows: 


“For the first 700 cubic feet, or less, or 
none, measured through any one meter, per 
month, 75¢; 

“For all over 700 cubic feet measured 
through such meter, per month, 4.65¢ per one 
hundred cubic feet; 

“Except as applied to the portion of the 
above schedule of rates fixing a minimum 
charge, an additional charge of 5¢ per thou- 
sand cu. ft. may be made for. all gas consumed 
through such meter per month if the monthly 
bill or bills therefor is or are not paid within 
the time prescribed by the rules and regulations 
of the company.” 


The Commission therefore finds in 
pursuance to the said mandate of the 
supreme court of Ohio and without 
approving or sanctioning the furnish- 
ing of adulterated natural gas, that 
the following: 
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“For the first 700 cubic feet, or less, or 
none, measured through any one meter, per 
month, 75¢; 

“For all over 700 cubic feet measured 
through such meter, per month, 4.65¢ per hun- 
dred cubic feet; 

“Except as applied to the portion of the 
above schedule of rates fixing a minimum 
charge, an additional charge of 5¢ per thou- 
sand cu. ft. may be made for all gas consumed 
through such meter per month if the monthly 
bill or bills therefor is or are not paid within 
the time prescribed by the rules and regula- 
tions of the company.” 


are the just and reasonable rates and 
charges to be maintained, imposed, 
charged and collected by the Ohio 
Fuel Gas Company and its predeces- 
sors, the Columbus Gas and Fuel 
Company and the Federal Gas and 
Fuel Company for the service fur- 
nished within the city of Columbus, 
Ohio, on the basis of the natural gas 
actually supplied during and for the 
period fixed and prescribed by the or- 
dinance herein complained of and ap- 


pealed from. 


DuNLavy, Commissioner, dissent- 
ing: I cannot concur in the opinion 
of my fellow Commissioners in their 
order following the mandate from the 
supreme court in the above-entitled 
matter. 

In the next to last sentence in the 
fourth paragraph from the last in the 
official opinion of the court which is 
referred to in the mandate, the court 
said, 138 Ohio St 483, 40 PUR(NS) 
184, 187, 35 NE(2d) 829, and I 
quote: “The company is solely re- 
sponsible for its action and in our es- 
timation is not entitled to the benefit 
of any expense incurred in obtaining 
these manufactured gases. All expen- 
ses so incurred should be wholly elimi- 
nated in the determination of a rate 
base.”’ (Italics mine.) 

First the court will note that never 
in the disposition of this case was any- 
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thing for stabilized gas ever allowed 
in determining the rate base. I believe 
the court did not use the words “rate 
base” in the sense it is ordinarily used 
by a rate-making body, but intended 
it only in the general acceptance of 
the terms as being expenses for pro- 
curement and distribution of the ip- 
ert or stabilized gas arising in said 
procurement and distribution. 

Then the court goes on and says in 
said opinion as follows: “In our 
opinion the most practical manner in 
which to handle the problem is to re- 
vise the order of the Public Utilities 
Commission (of Ohio) and remand 
the case, with instructions to fix a 
rate for the period in dispute on the 
basis of the natural gas supplied by 
the company, eliminating entirely 
from the computation any and all ex- 
penses of the company connected with 
the procurement and distribution of 
the manufactured inert and reformed 
gas. This may be done upon the ex- 
isting record, with additional evi- 
dence, if necessary.” (Italics mine.) 

No additional evidence has been 
taken. The new order and compli- 
ance with the mandate rests entirely on 
the old record. 

I have searched the record com- 
pletely as have my fellow Commis- 
sioners, and we find two items of ex- 
pense over which there is no dispute, 
with but a slight exception on my cal- 
culation, but not of sufficient conse- 
quence to effect the rate materially. 
We find the item for $110,908.42 set 
forth in Ohio Fuel Exhibit 84, Sched- 
ule K. There is absolutely no ques- 
tion but this should be eliminated. 

The second item is $168,631.55 also 
set forth in Company Exhibit 84, 
Schedule K. This is composed of 
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COLUMBUS GAS & FUEL CO. v. COLUMBUS 


yarious items making the total. One 
of these items is some $84,527.25 
which represents the gas used in the 
stabilized gas itself. This product 
(inert so-called) contained 110 B.T.v. 
or in rough figures about 75 as 
much B.T.U. content as the total prod- 
uct or mixture produced, to wit, 1,040 
or 1,050 B.T.u. On this item $84,- 
527.25 I have calculated the value in 
dollars of the 110 B.t.u. and deduct- 
ed this value from that figure. The 
reason, therefore, is that the 110 B.T.U. 
vas the valuable portion delivered to 
the customer from this product. In 
other words, the 110 B.T.U. was not 
inert but was natural gas. This re- 
duces the $168,631.55 to $160,407.05. 
These two items have been placed on 
the 3-year average (although they 
are only expenses for one year, and 
not a 3-year average) as the majority 
opinion treated it in the original opin- 
ion. By deduction of these two items, 
to wit, $110,908.42 and $160,407.05, 
or more correctly a deduction of 4 
of these two items, being the average 
for the 3-year period, the amount ex- 
cluded is $90,438.49. This figure 
represents a deduction in this amount 
in cost of service in this recalculation 
of a state-wide gate rate and results 
ina state-wide gate rate of 37.25 cents 
per thousand cubic feet as compared 
with a rate of 37.45 cents in the orig- 
inal majority opinion. 

Application of this revised gate rate 
to gas purchased for resale within the 
city of Columbus for the 3-year pe- 
riod, 1935, 1936, 1937, results in a 
revised cost of service per thousand 
cubic feet inside the city of Columbus 
of 56.02 cents per thousand cubic feet 
as compared with 56.22 cents per 


j thousand cubic feet in the original ma- 


jority opinion, 


All proper adjustment of taxes as 
a result of these revisions have been 
made as set forth in Revised Table 12, 
hereto attached [omitted here]. Re- 
vised Tables 5, 6, and 7 and page 1 of 
Table 10, hereto attached [omitted 
here], show the calculations to arrive 
at a retail rate, after exclusion of the 
items $110,908.42 and $160,407.05 
for the year 1937 above discussed. 

I cannot concur with my colleagues 
in the deduction of 40 per cent in rate 
case expense, for the reason that it 
is purely an arbitrary figure estab- 
lished without foundation and based 
upon no evidence whatsoever. They 
might just as well have taken any oth- 
er figure or per cent—20 per cent, 30 
per cent, or 50 per cent, or anything 
suiting their fancy, certainly rate case 
expense does not arise on the procure- 
ment and delivery of inert gas as per 
instructions in the mandate for de- 
ductions. 

It is purely speculative, if it could 
under any circumstances be consid- 
ered, it was incurred on account of one 
of the issues in the rate case that was 
necessary in determining the facts. 
How much attention to that particular 
issue on the part of the lawyers, and 
others, could not possibly be calculat- 
ed. If deduction could be made for this 
issue in the rate case, a deduction could 
be made for many other items that the 
company contended for on other is- 
sues which they lost in the hearing. 

The next objection I have to the 
conclusion reached by my colleagues 
is that the formula used in arriving at 
their conclusions is not a proper or 
legal formula, but a hypothesis at war 
with reality. The legal formula in fix- 
ing a,rate is to divide the total cost of 
service by the total number of units 
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of gas furnished. The unit of serv- 
ice in this case is 1,000 cubic feet of 
gas. Under the formula used, 1t 1s 
assumed that an equal number of 
units of 100 per cent natural gas will 
be transported and delivered. There 
is nothing in the record to show how 
many units of 100 per cent natural 
gas would have been required had nat- 
ural gas been furnished. To assume 
that the same number of units would 
be used had 100 per cent natural gas 
been furnished, is contrary to the con- 
tention of all parties in the rate case 
from the beginning, and particularly 
contrary to the evidence given by the 
Witness Weaver (from the Bureau of 
Standards, Washington, D.C.). Pages 
4694 to 4698 of the record. See page 
4698 of the record: 


Commissioner Dunlavy: 


This is 


the question that is bothering me; I 


would like to ask if one thousand feet 
B.T.U. 1,100 comes to a stove, would 
it take 2,000 of 550 B.T.u. to perform 
the same service for heat? 

The Witness: It takes 2,000 of the 
550 B.T.U. gas. 


Also see statement of Commission- 
er Williams in the majority original 
opinion and discussion on page 9 (32 
PUR(NS) at p. 332): “The city 
claims throughout, and the evidence 
suggests, that if the natural gas served 
to the city were not stabilized, then 
the consumption and thousand cubic 
feet deliveries would be reduced.” 

I have assumed that the mandate 
required the Commission to take the 
facts based entirely on the record, in 
view of no further evidence, and with 
the condition that we found in reality 
to be existent, deduct the expenses of 
every kind in connection with the pro- 
curement and delivery of the inert and 


41 PUR(NS) 


reformed gas. This I have done and 
have used the proper formula for rate 
making such as I have described here- 
tofore, and find the rate to be 56,02 
per thousand cubic feet for gas fur- 
nished inside the city of Columbus 
during the period of the ordinance, 
which is for five years from Novem- 
ber 12, 1934. 

This finding of a rate of 56.02 cents 
per thousand cubic feet, when a form 
of rate is established, will result in 
substantially the same rate as was pre- 
scribed in the original majority order, 

The court will particularly notice 
that in working out the statewide gate 
rate by the majority of the Commis- 
sion (printed herewith) that a gate 
rate of 38.40 cents per thousand cubic 
feet was found. This was based ona 
theoretical assumption that 100 per 
cent natural gas was used. My find- 
ing for said gate rate was 37.25 cents 
per thousand cubic feet. 

You may further note in the find- 
ing and order of the Commission that 
they said: “In the determination of 
a revised state-wide gate rate and a 
revised retail rate for Columbus, vol- 
umes of gas transported and sold are 
the same as in the former finding of 
this Commission.” Thus they left the 
volume consumed the same and in- 
creased the cost for natural gas, to 
take the place of the so-called inert, 
without giving any reduction for less 
units used as would have necessarily 
been allowed for the 100 per cent nat- 
ural gas according to the testimony of 
Mr. Weaver when he said it would 
take 2,000 cubic feet of 550 B.T.U. 
gas to do the same work as 1,000 cu- 
bic feet of 1,100 z.t.u. natural gas. 
This, in my opinion, is where the form- 
ula for rate-making purposes as ap- 
plied by the majority fails. 
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KUHLMA 


_ DISTRIBUTION TRANSFORMERS 
1%-25 KVA 2400-13200 wls 


KUMLMEN BEECTRIC COMPARY ¢ BAY CITY, MEHEAN 


Q. What do Linemen think of Kuhlman Transformers? Q. Why should you have the new Kuhlman Bulletin 413? 
Ai. Linemen prefer Kuhlmans because (1) they are light- A. Because it clearly describes improvements in Kuhl- 
er, easier to handle, easier to install, (2) they stand man Distribution Transformers (112 through 25 Kva.) 
up on the job and require no painting, (3) they are It contains the specifications and prices necessary in 
built to E. E. I1—NEMA joint committee standards. the buying of transformers. 


Write for your copy. 


In addition to Distribution Transformers, Kuhl- 
man builds a complete line of Saf-T-Kuhl, 
Power, CSP, and Dry Type Transformers and 
Line Regulators. It will pay you to get the 
facts about these units which are the result of 
Kuhlman’s fifty years experience in the build- 
ing of efficient transformers. 





ON KUHLMAN DISTRIBUTION TRANSFORMERS 


Q. What are the advantages of the Kuhlman B. I. Core? 

Ai. This type of core construction (1) best utilizes the Hi. Formed from copper bearing steel and porcelain 
directional magnetic characteristics of the steel, (2) enamelled, Kuhlman tanks guard against rust and 
minimizes joint effect and (3) uses material econom- corrosion and eliminate the need for periodic paint- 
ically. These factors make possible a design re- ing. Pockets for primary and secondary bushings 
sulting in lower exciting current, lower hysteresis are pressed into the tank—not welded. Large lifting 
losses, lower impedance and better regulation. lugs greatly facilitate handling. 


@. What are some of ihe advantages of Kuhlman Tanks? 
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Decade 


- - - how fo set up a rate case 
- - - the factual and practical approach 
- - = logical and authoritative 


This is a book for those who prepare the facts and statements for 
rate cases—the executive, accountant, engineer and rate expert; it is also 
a book for the lawyer who presents the evidence and conducts the. pro- 
ceeding. 


Here, in 223 pages, are condensed the knowledge and ‘experience 
acquired in a life-time career of rate practice—all for $5.00. 


DO NOT MISS THIS BOOK 
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Industrial 


Pay 
ime: 


Spending Plans Announced 


HE Public Service Corporation of New 

Jersey recently announced that it 
would spend $15,000,000 in 1942 for new 
equipment, extensions, and replacements for 
its subsidiary operating companies. In addition 
to this sum, $5,244,000 was appropriated for 
electric power construction in July of last 
year, in advance of the 1942 budget and sup- 
plementing the 1941 budget of $28,000,000. 

Of the current year’s construction budget, 
$14,000,000 will be spent by the system’s elec- 
trical department to provide sufficient energy 
to meet all requirements, especially those in 
connection with the national defense program. 
Since January, 1937, $90,000,000 has been allo- 
cated to the electrical branch of the system. 

Under construction at present at a 125,000- 
kilowatt unit at the Burlington station and a 
50,000-kilowatt unit at the Marion station. 
The former will be ready for use early in 
1943 and the latter is expected to be completed 
late this year. When these units are placed in 
service, the company announced, the total in- 
stalled generating capacity of the system will 
be 1,135,650 kilowatts. 

Two additional new construction items in 
the current budget are the Bayway switching 
station in the Elizabeth district and the rein- 
forcement of supply of electricity to the Cam- 
den area. These two undertakings will cost 
approximately $3,000,000. 

No major construction projects are included 
in the system’s gas division. The budget for 
gas improvements will total about $3,000,000. 


ucts, 


Utility Expenditures Proposed 


———- totaling $185,000 have been 
proposed by the Dallas Power & Light 
Company and Dallas Gas Company as neces- 
sary expenditures to serve customers during 
the first half of 1942, Utilities Supervisor 
Frank R. Schneider said recently. 

The power company proposes to spend 
$140,500, including $51,000 for transformers, 
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Progress 


Selected information about manufacturers, new prod- 
new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


and $89,500 for extensions, service lines, and 
meters. Estimates showed the company ex- 
pected to add 2,800 new service lines to resi- 
dences and other buildings in the first half of 
the year. 

The gas company proposed to spend $45,- 
000, including $18,000 for short main exten- 
sions, $15,000 for new meters, and $12,000 for 
laterals from mains to meters. 


¥ 
Equipment Notes 


Low Visibility Type 

A new type of low visibility paint, possessing 
exceptional heat deflecting qualities, has been 
developed by The Arco Company, Cleveland, 
for use in the protective concealment of vital 
defense structures and equipment. 

This paint is already in use on certain Gov- 
ernment properties and meets tentative Navy 
specifications for infra-red reflecting paints for 
use on fuel storage tanks, buildings, and certain 
types of equipment where dark colors as well 
as heat reflecting qualities are required, ac- 
cording to a recent announcement. 

It has just been offered commercially under 
the trade name of “Infray” and is being 
manufactured in green, tan, black and four in- 
termediate shades which, when properly 
selected will meet the requirements of good 
camouflage in any sort of terrain. All seven 
shades are hard to see from the air and throw 
off most of the heat of the sun’s rays that 
would normally be absorbed. 

The unusual degree of heat deflection which 
can be obtained with the darker colors in these 
paints promises to be of particular value to 
public utilities, oil producers and refineries, etc., 
according to Paul L. Hexter, vice president of 
the company. ; 

As an approaching bomber has to sight his 
target at a distance of about twelve miles, the 
importance of any low visibility paints which 
approach the qualities of aluminum paint in 
their heat deflection can be readily understood. 


Silver-Lined Blackout Bulb 

The Wabash Appliance Corporation, Brook- 
lyn, N. Y., announces a new bulb which is de- 
signed for blackout lighting in air raids. Ac- 
cording to the manufacturer, the bulb provides 
downlighting in a soft beam of blue light that 
is safe for indoor visibility during blackouts. 
It is lined inside with a pure silver reflector 
lining that hides all filament glare and projects 
the light downward. Light leaks are prevented 
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AMERICAN 
LINE CONSTRUCTION BODIES 
PRESENT DEFINITE ADVANTAGES 








Low Operating Costs 


With all steel construction, American bodies are built stronger, af- 
fording greater carrying capacity; and at the same time lighter,— 
less dead weight to consume fuel and wear out tires. 


Safety 


Also, steel construction promotes safety. Advanced design does 
away with hazardous projections; tools are stored securely and 
safely; loading and unloading operations have been simplified and 
safeguarded. 


Comfort and Convenience 


American design provides for adequate ventilation and for comfort 
in all weathers. Equipment is stored so as to be readily accessible 
and within easy reach. 


Continual improvements contribute to make American bodies excel 
in efficiency, economy and appearance. 


Write for literature. 


THE AMERICAN COACH & BODY CO. 
Woodland Ave. at E. 93rd St., Cleveland, Ohio 


* AMERICAN « 





Public Utilities Equipment for Motor Vehicles 
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Equipment Notes (Cont'd) 

by a black silicate coating that covers the bulb 
up to the extreme lighting end which is a deep 
blue. The new bulb consumes 25 watts and will 
list at 45c. 


Aqua-Clear—Prevents Rust 


Aqua-Clear, a new product which, it is 
claimed, will prevent rust and provide clear 
water from any metal tanks or pipes and from 
lead, brass, or black, galvanized or cast iron 
water systems, has been announced by the Sud- 
bury Laboratory, South Sudbury, Mass. 

According to the manufacturer, even the 
cheapest metal water systems are made perma- 
nent so far as internal rust or corrosion are 
concerned by the use of Aqua-Clear. 

The product is a clear, tasteless, harmless 
liquid which is added to the water as it is put 
into the system. The amount required to pre- 
vent rust is one ounce to each 100 gallons of 
water. Somewhat larger quantities are required 
for the removal of old loose rust. 

Rust formation is prevented by the deposit 
of a thin, non-permanent film on metal sur- 
faces. This film does not interfere with the 
flow of water, even in narrow pipes, and it 
cannot build up to form a scale. It can be 
maintained by adding Aqua-Clear in the origi- 
nal proportions as water is put into the system. 

Descriptive circulars and complete informa- 
tion may be obtained on request from Sudbury 
Laboratory, South Sudbury, Massachusetts. 


“Black-out Black” 


Carbozite Corporation of Pittsburgh an- 
nounces a new black-out coating for industrial 
plant windows and skylights that, according 
to the manufacturer, meets all of the authori- 
tative specifications and recommended prac- 
tices, and features easy removal when danger 
no longer exists. Known as Carbozite Stand- 
ard Black-out Black, this coating is not a 
paint but a smooth flowing liquid coating. No 
Preference Rating or Priority is needed to ob- 
tain Black-out Black as its main ingredients 
are not in demand, for munitions or other war 
materials. 

Carbozite Black-out Black can be sprayed or 
brushed on quickly. According to the manu- 
facturer, only one coat is required to assure 
complete pro‘ection and drying is completed in 
6 to 8 hours leaving a dead black, gloss-free 
coating. The importance of the dull finish has 
been stressed in recent black-out recommenda- 
tions to neutralize the effects of search lights, 
aerial flares and other revealing lights which 


may come into use. 
out Black” 


It is claimed that “Black- 
is resistant to all corrosive atmos- 


pheres and liquids and that 6 or 8 hours after 
application it will not sag, peel, chip or check 
at temperatures ranging from —40° F. to 459° 
F, 


Of great interest to many plants is the prob- 
lem of removing black-out coatings when the 
danger period is over. Black-out Black is read- 
ily soluble in gasoline, kerosene, naphtha or 
any light petroleum solvent, consequently will 
dissolve and wipe-off of glass readily when so 
desired, without disturbing other painted sur- 
faces. In locations where the use of volatile 
solvents involves a safety hazard, Black-out 
Black is also readily removed with a putty 
knife or similar scraper. 

Additional information may be obtained 
from the Carbozite Corporation, First National ° 
Bank Building, Pittsburgh, Pa. 


Westinghouse Seals Distribution 
Transformers For Life 


The Sharon Works of the Westinghouse 
Elec. & Mfg. Co. are now building some 
distribution transformers which are hermeti- 
cally sealed with covers welded on, thus 
removing the last remaining cause for peri- 
odic attention. 

By sealing the transformer, air and mois- 
ture can no longer reach the oil, thus elimi- 
nating sludging, acid formation, and lowered 
dielectric strength. All breathing is now pre- 
vented, there being no gasketed joints—even 
around, the bushings. These, incidentally, were 
the last obstacles to the complete sealing of 
the transformer. By making use of the tech- 
nique by which porcelain-to-metal connections 
are made, this problem was solved. Although 
it is not anticipated that the case of these 
transformers will.require opening, provision 
is made for cutting off the top with a torch, 
and subsequent rewelding. The small amount 
of air trapped inside during original manu- 
facture or a single opening in service does not 
contain enough oxygen to cause any oil de- 
terioration. 


New, Compact G-E Oil-Level Relay 


A new oil-level relay for oil-filled cable 
has been announced by the General Electric 
Company. The relay is intended for use with 
gravity-feed-type reservoirs. ; 

The relay has a signal tripping action of 
new and improved design, and is more com- 
pact in size than former types of G-E CC 
relays. All wiring is enclosed in an oil-free 
compartment, eliminating the dangers of 





For Plant 
Protection 


Maintenance 


WHEAT 


Rechargeable Spotlight 


25,000 Beam C.P. 
2,500 Ft. Beam 
12 A.H.—4 Volt 
Weight 6 Ibs. 


1,000 Hours 
Battery Life 


KOEHLER MANUFACTURING ® CO. Marlboro, Mass. 
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WHETHER IT’S FOR CONTROLLING 
POWER OR CRANKING ENGINES 


HETHER it is to provide power for the operation 

of circuit breakers, or for cranking the engines of 

their trucks, buses or automobiles, a large number 
of the country’s utilities use Exide Batteries. 

Between these two extremes there are many other 
purposes for which these same utilities depend upon 
Exides—for emergency lighting, for remote control, 
telephone, and other services. 

The reasons for this wide acceptance of Exide Bat- 
teries are readily apparent once you have used them. In 
their unfailing dependability and long life you sense the 
wide experience which their makers have had in building 
storage batteries for every purpose. As time goes on and 
the many other good qualities of these batteries become 
apparent, you'll begin to realize why Exides are the choice 
of so many utility engineers all over the country. 

Write us regarding any battery problems confronting 
you. Our engineers are at your service. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 
PHILADELPHIA 
Exide Batteries of Canada, Limited, Toronto 
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faulty operation due to the effect of oil on 
the internal wiring of the relay. The coupling 
between the float and the operating mechanism 
is magnetic. 

The alarm switch is indirectly controlled 
by a hollow steel ball which fits inside the 
walls of a cylinder-shaped chamber enclosed 
in a nonmagnetic housing. At its lowest point, 
the ball actuates a magnet which pulls down 
a hinged arm, causing the alarm switch to 
close. An excess of oil raises the ball to the 
top of the chamber, where a second tripping 
switch is located. The instrument’s two switch- 
controlling magnets may be adjusted, to cause 
an alarm before the oil supply has been ex- 
hausted or before it rises too high. 


¥ 


Manufacturers’ Notes 


Allis-Chalmers Elects New 
Board Chairman and President 


At a meeting of the board of directors of 
Allis-Chalmers Mfg. Co., held recently in 
Milwaukee, Mr. Max W. Babb, president of 
the company, was elected chairman of the 
board of directors, and Mr. W. C. Buchanan 
a director and member of the executive com- 
mittee was elected to succeed him as company 
president. 

Mr. Buchanan has for the past six years de- 
voted a substantial portion of his time to the 
Globe Steel Tubes Co., in Milwaukee, of which 
he is president, and in which capacity he will 
continue. 

Mr. Babb in becoming chairman of the 
board will fill the position formerly occupied 
by the late General Otto H. Falk, which has 
been vacant since his death in 1940, 


G-E Appointments 


R. M. Alvord, commercial vice president of 
the General Electric Company, has announced 
the appointments of A. G. Jones as district 
manager of the Pacific District Central Sta- 
tion-Transportation Department and of S. W. 
Scarfe as manager of the Los Angeles Cen- 
tral Station Department. 

Three appointments in the New England 
District have been announced by T. S. Knight, 
General Electric commercial vice president, 

W. Adams becomes assistant district 
manager, New England District;.R. W. Her- 
rick, manager of the Central Station Depart- 
ment, New England District; and E 
Walch, manager of the Providence Office. 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 


Pole Line Construction Tools 
They’re Built for Hard Work 











Copperweld Steel Company 
Opens New Chicago Office 


The Copperweld Steel Company announces 
a change in its sales represeniation in the Chi- 
cago district, which comprises the states of 
Kentucky, Indiana, Michigan, Wisconsin, 
Illinois, Missouri, Iowa, Minnesota, North 
Dakota, South Dakota, Nebraska and Kansas, 
Heretofore Copperweld sales activities in 
these states have been handled by Steel Sales 
Corporation’s Copperweld Department in 
charge of Mr. W. W. Ege. 

Effective February 1st, Steel Sales will no 
longer represent Copperweld and Copperweld 
Steel Company announces the opening on 
February 2nd of its own Chicago district office 
at 122 South Michigan Avenue, Chicago. Cop- 
perweld’s Chicago district, including all the 
states listed above, will be under the super- 
vision of Mr. W. W. Ege, who becomes west- 
ern sales manager for Copperweld. 


M. M. & M. Appoists New 
Los Angeles Representative 


Manning, Maxwell & Moore, Inc., announce 
the engagement of Mr. James H. Withers as a 
new representative working out of their Los 
Angeles office. 

Mr. Withers’ sales efforts will be directed 
to the distribution of Ashcroft Gauges, Han- 
cock Valves, Consolidated Safety Valves and 
American Industrial Instruments. 


> 


Catalogs and Bulletins 
G-E Publications 


The following bulletins have recently been 
issued by the General Electric Company, 
Schenectady, N. Y. 

Bulletin GEA-3650 contains complete in- 
formation covering outdoor type current and 
potential transformers up to 15 kv. Insulation 
characteristics, accuracy classifications, ratings 
and prices of the various units can be seen 
at a glance by spreading out flat the accordion- 
fold pages. 

Bulletin GET-1008 contains fundamental 
data pertaining to the elements of and the 
loads on distribution systems. Contents, of the 
book include circuit characteristics, short-cir- 
cuit calculations, voltage calculations, loading 
data, losses and economic data, lightning-pro- 
tection data and a bibliography of current 
literature on the subject of distribution. Nu- 
merous tables, charts and graphs will serve 
as a source of reference to distribution 
engineers. 


High Voltage Transformers 


Bulletin No. B6171, describing circular coil, 
shell type construction in high voltage power 
transformers, has been announced by the Alllis- 
Chalmers Manufacturing Company, Milwau- 
kee. Construction details are fully described 
and illustrated and supplemented with a cut- 
away section through a typical transformer. 
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Timely Co-operation 


The present expanded 
industrial program, with 
its consequent deluge. of 
rush orders, finds Penn- 
sylvania fully prepared to 
render the same thorough 
co-operation it has always 
afforded its customers. 


Its compact, closely 
knit organization is trained 
and experienced, willing 
and eager to extend the 
utmost in technical as- 
sistance. This is of su- 
preme importance in times 

been like the present, when you 
pany, & must be assured of both 


e in- i 
c in’ efficiency and speed. 


lation 
atings 
a Let Pennsylvania prove its 


-dion- fitness to solve your trans- 

former requirements, no matter 
‘ee how complex the problem or 
of the how demanding the delivery 
rt-cir- J schedule! 


ading An instance of Pennsylvania cooperation . . . this is one of nine 
transformers on an order for a total of 90,000 kva. The 
x-pro- customer ordered six, and, upon completion, duplicated the 


urrent order for three more, all being produced in record time. 
. Nu- 
serve 
bution 


TRANSFORMER COMPANY 


808 RIDGE AVENUE « N. S., PITTSBURGH, PA. 
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“GUNS..? why not? 


Just machines, aren’t they?” 


La THEY’RE JUST MACHINES. But 
behind them—what a job! And every indus- 
try has a story: 


“K. T., will you make tanks?” “Yes, Bill. 
Where can I see one?” It was June 8, 1940. 
Bill Knudson talking to K. T. Keller, 
Chrysler President. 


A cow pasture May 1. 35 days later Fire- 
stone moves machinery into the new gua 
plant. 


A farm implement factory turns out gun 
carriages and combat wagons. A refrigera- 
tor plant makes airplane parts. A pipe organ 
company fashions saddle frames. 


High Standard Company lacks machine 
tools. Find some about to be shipped to 
Europe. Digs up others in Government 
arsenals. Paws over the nation’s junk yards. 


“Stainless steel will take longer to work,” 
said the mechanics. ‘‘Other steels will rust,” 
said army men. “True,” the mechanics re- 
plied,“ but since when have soldiers allowed 
guns to rust.” “You win,” said the army. 


Pullman Standard asks employees for sug- 
gestions. Gets 1,500. Uses 390. 


A worker asks the boss: ‘Can I have Sat- 
urday to get married, or do you need me in 
the shop?” 


Yes, good stories—all of them! But typical 
of the spirit of American industry under 
pressure for production, peacetime or 
emergency. That’s when the American sys- 
tem of free enterprise goes to town! 


American labor . . . American manage- 
ment... American money. These are Amer- 
ican Industry. And they’re working to- 
gether. Producing together. Upsetting time 
tables. Stretching bottlenecks. Delivering 
on the barrel head! 


Industry is going “‘great guns” to defend 
America. The America that was built by free 
men, working together in private enter- 
prises. 


It’s Defense now, but later there'll be 
another job—the peacetime job American 
industry knows how to do well: MAKING 
MORE AND BETTER THINGS for more 
people. That job, too, will need the master 
es of individual initiative, individual re- 
sourcefulness. Keep these tools sharp and 
bright for the kind of America we want to 
have. 

* 


This message is published by 


NATION’S BUSINESS 


It is the 59th of a series contributed toward a better am 
derstanding of the American system of free enterprise. 
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Outstanding American 
Lignite Burning Installation 


OTTER TAIL POWER COMPANY, Wahpeton, N. D. 
130,000 Ibs. steam/hour, 650 Ibs. design pressure, 825° F steam temp. 
Unit burns North Dakota Lignite at 82% Efficiency. 

Riley Boiler, Superheater, Steam-temperature Control, Economizer, 
Air Heater, Water Cooled Furnace, Steel Clad Setting, Riley 

Harrington Stoker. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T.LouIs §=CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BU RS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
VERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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NEVER BEFORE SO MUCH PRACTICAL 
HELP FOR ELECTRICAL ENGINEERS 


IN A SINGLE VOLUME... 


Here is the great standard reference work of all in the 
electrical engineering profession or whose work in in- 
dustry or engineering touches on this field. Its 2303 
pages present a handy-reference compilation of prac- 
tical, usable data from all fields of electrical engineer- 
ing practice, plus the most frequently required funda- 
mental theory, units, and systems of measurement, made 
dependable by the work of more than 100 engineers, 
scientists, teachers, and other authorities. 


ne HANDBOOK 
or 
ELECTRICAL ENGINEERS 


Prepared by a Staff of 102 Specialists 
ARCHER E. KNOWLTON, Editor-in-Chief 


Associate Editor for Engineering, Electrical World 


7th edition, 2303 pp., 6x9, 1700 illus., 600 tables, $8.00 


Now greatly improved in size and make-up as well as 
subject matter—revised from end to end—with new 
material, whole new sections added—more contributors 
—the Standard continues as the one indispensable 
reference tool of the electrical engineering profession. 


DESIGNED TO USERS' SPECIFICATIONS 
Previous to revision, a large number of users of past 
editions were consulted as to what they would like the 
new edition to be. As a result of their suggestions, this 
new edition contains such improvements as more em- 
phasis on handy-reference compilation of usable facts, 
less historical material, and more data about equip- 
ment, materials, and practices, more sources of in- 
dustry standards, codes and specifications, and ex- 

panded index, as well 
as complete revision of 
EDITION subject matter to keep 

WN th ised abreast of current prac- 

NE gully revl® ; 
ection tu: | tice. 
e every 5© 


JUST OUT! 


26 BIG SECTIONS 


Units and Conversion Factors 

Electric and Magnetic Circuits 

Measurements 

Properties of Materials 

Circuit Elements 

Transformers, Regulators and Reactors 

Alternating-current Generators and Motors 

Direct-current Generators and Motors 

Rectifiers and Converters 

Prime Movers 

Power Plant “Econo jomics 

Power System Electrical Equipment 

Power Transmission 

Power . Distribution 

Wiring Design — Commercial and Industrial 
Buildings 

Illumination 

Industrial Power Applications 

Electric Heating and ba “a 

Electricity in Transportat 

Electrochemistry and Electrometallurgy 

Batteries 

Wire Telephony and Telegraphy 

Electronics and Electron Tubes 

Radio and Carrier Communication 

Codes and Standard Practices 

Electrophysics 





WHAT THE NEW STANDARD GIVES YOU 

—definitions, conversion factors, physical and mat 
ematical principles 

—accepted formulas and experimental data 

—bases of design of electrical equipment for co 
mercial performance 

—principles and practice of assembling such a 
paratus into systems 

—criteria and results in applying electricity in ¥ 
rious industries, etc. 

—the information you want in the form you can ¥ 
it; the means of avoiding errors, saving ti 
and trouble in procuring vital information, 3 
suring yourself of best results in handling a wi 
variety of problems. 





USE THIS CONVENIENT ORDER COUPON 


PUBLIC UTILITIES FORTNIGHTLY, Munsey Bldg., Washington, D. C. 
Please send me a copy of the new 7th edition of Standard Handbook for 
weg Engineers postpaid. | enclose $8.00 in [J check [] money order 


(1 cash 
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Assembly and proving operations for EMCO Meters 
are conducted in this most modern setting. The entire 
room is air-conditioned for temperature and humidity. 
All parts coming to this room are built on very accu- 
rate equipment and checked on precision gauges. 
During the assembly operation, jigs and fixtures are 
used which guarantee very accurate alignment and loca- 
tion of parts. Rigid tools, jigs, dies, gauges and fixtures 
assure uniformity and precision. Proving operations are 
quick and accurate. Low flow and differential pressure 
tests insure the highest quality in the finished product. 


Proper assembly and balance are important details 
that give EMCO Meters greater accuracy and a longer, 
useful life. 


PITTSBURGH EQUITABLE METER COMPANY 
eas anaes MERCO NORDSTROM VALVE COMPANY Pasroe pees 
NEWYORK TULSA Main Offices, Pittsburgh, Pa. DES MOINES HOUSTON 
BROOKLYN CHICAGO PHILADELPHIA. «= LOS ANGELES = SAN FRANCISCO. =— BOSTON = KANSASCITY = MEMPHIS 
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SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 








For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 














Check OF BTU CONTENT AT ANY POINT 
SG — ALONG THE LINE WITH 


— CONNELLY CALOROPTIC 


’ Under the peak loads imposed by present day produc- 
tion schedules, close control of BTU content is essential. 
The Connelly Caloroptic provides constant visual read- 
ing in BTU without any log, corrections or calculation. It 
can be installed in a permanent position or used portably, 
making it a simple matter to make spot checks of BTU 
value at any point in the manufacturing and distributing 
system. 

This constant visual indication of BTU content results in 
increased production, protecting against excessive varia- 
tions in gas quality. In actual use in leading gas plants of 
the country, the Connelly Caloroptic has proved conclu- 
sively that direct savings effected by its use will pay its 
initial cost many times during the first year. 





Write for 
illustrated bulletin 


C ! N N E L L Tee : “Atle 
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Turbine Lead Connection Hangs “‘Weightless”’ 
on GENSPRING Constant-Support Hangers! 


Here is just one example of the many Unlike old-style, variable-support hangers, 
i portant opportunities for improvement in GENSPRING Hangers accurately and sensitively 
ipower piping now made possible by Grinnel] balance the weight of pipe in every “* hot” and “‘cold” 
ENSPRING Constant-Support Hangers. position. Their patented non-resonant mechanism 
In the installation pictured above, a com- eliminates the weight-stress due to thermal move- 
plete high-pressure turbine lead connection 
literally floats in perfect balance... free 
rom usual added stresses caused by thermal 
movement and the weight of piping. 





ment ... helps to absorb vibration . . . effectively 

increases safety factor of the entire piping system! 
Investigate this original constant-support hanger 

for high-pressure piping in your power plant. Only 

GENSPRING Hangers give this precision-balanced 

suspension! Made to support loads from 250 to 8500 
WRITE for new data book pounds. Grinnell Company, Inc., Executive Offices, 

( gontsining full detaits of Providence, R. I. Branch offices in principal cities. 
Hangers and instructive infor- 


Te | maton to help solve problems 
4A ?\) of power piping travel. 


miseane consnmr-wnrorr unos oy ORL N NELL 


WHENEVER PIPING tS INVOLVED 
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Another link in the nation’s vast telephone system is added, with the International TD-14 Diesel TracTracTor, 
shown above, pulling a reel of telephone cable. 


IN THESE TIMES 


Let’s Face the Facts with Common Sens: 


Users who have standardized on Inter- 
national TracTracTors, Wheel Tractors, 
and Power Units can now appreciate 
what International QUALITY and In- 
ternational SERVICE mean. 

New machines are hard to get. There 
may not be enough. machines, in some 
models and sizes, to go around. Those 
in use will have to work harder and live 
longer. This calls for a regular program 
of service, preventive maintenance, and 


overhaul. 





Arrange with the International h 
dustrial Power dealer for tractor an 
engine service and check-ups regular! 
He is equipped to do a service job 4 
never before, to help you prolong th 
useful life of your equipment. His ser 
vice facilities, trained servicemen, a 
stocks of Genuine IHC Parts are 1 
your command .. . backed by 85 Com 
pany branches coast to coast. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue Chicago, li 


Trhia dy wale) ) Van at, 
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A Tough Cable 
For Tough Jobs! 


CRESCENT 


IMPERIAL 
WELDING 
CABLE 


The enormous increase in weld- 
ing required for the manufacture 
of ships, tanks and other defense 
items is being met by the use of 


CRESCENT Imperial Welding 
Cable. 


This cable is of the highest 
quality, as is the complete line 
of wires and cables made by 


| CRESCENT. 


CRESCENT INSULATED WIRE & CABLE CO. 


CRESCENT 
WIRE and CABLE 


_ Factory: TRENTON, N. J.—Stocks in Principal Cities 


sd 
Nebaia  S SS 
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Now Available 


EFFECT OF THE 
NATIONAL EMERGENCY 
UPON UTILITY 
RATE REGULATION 


A Volume Containing the Entire 1941 Convention Proceedings 


of the 
NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Including round-table discussions and reports on other timely and 
important subjects: 


Rate Adjustments Under the National Emergency—Cooperation Between 
the Federal Communications Commission and State Commissions in 
Special Studies of Telephone Regulatory Problems—Transporta- 
tion Problems in the National Emergency (including border 
problems)—Trends in Public Utility Finance—Power 
Problems Under the Defense Program—Integra- 
tion of Utilities Under the Holding Company 
Act—Accounting and Valuation Prob- 
lems These and others 
$6.00 
COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1941 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
Regulatory Standards for Utility Securities ; 

Comparative Studies of Utility Costs and Rates 
Report of National Defense Program Committee 
Report of Committee on Developments in Regulatory Law 
Interpretations of Uniform System of Accounts for Electric Utilities, E-2, E-3, E-4 
Interpretations of Uniform System of Accounts for Gas Utilities, G-1, G-2, G-3, G-4 ... 
Interpretations of Uniform System of Accounts for Water Utilities, W-1, W-2, W-3, W-4.. 
The Sliding Scale 
Report of Committee Cooperating With the Federal Communications Commission in Spe- 
cial Telephone Regulatory Problems 
Report of Committee on Uniform Motor Freight and Railroad Classification ... 
Report of Committee on Valuation 
Report of Committee on Cooperation between State and Federal Commissions 
Annual Report Forms For Electric Utilities ($2) Gas Utilities ($2) Water Utilities ($2) 
Combination of two ($3) of all three ($4.50) 
(Where remittance accompanies order we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD AND 


UTILITIES COMMISSIONERS 
7413 NEW POST OFFICE BLDG. WASHINGTON, D. C. 
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TYPE P IAPHRAGM CONTROL. For TYPE DA-35 TEMPERATURE CONTROL. 
TYPE 125 LIQUID LEVEL CONTROL. Suit- pig, Bi ot liquid Seaar wasn changes Used with blower fan applications for 
able for use on Transformers. in head pressure. transformers. 





SWITCH PROTECTION 
A WAR TIME NECESSITY 


Automatic controls play a vital part in domestic and industrial engineer- 
ing. They assume special importance during war time emergencies. 

Time, and the efficiency of both man and mechanical power must 
be conserved. 

The mission ot a Mercoid Mercury Switch in an automatic control is 
to assure longer life and greater dependability—minimizing the need 
for attention after the control is in service. Mercoid Controls lend them- 
selves to quick installation and adjustment, all of which are invaluable 
contributions in a time of national crisis. 

Mercoid Switches, the distinguishing feature, used exclusively in all 
Mercoid Controls, are especially designed types of hermetically sealed 
mercury switches. They are not affected by dust, dirt, moisture or cor- 
rosive gases, nor are they subject to open arcing, oxidation, pitting or 
sticking of contacts—common causes of trouble. 

Keep these important facts in mind when selecting automatic controls. 
The line is complete and our cooperation is at your service. 


THE MERCOID CORPORATION © 4213 BELMONT AVE. * CHICAGO, ILL. 


No. 855 EHT EXPLOSION-PROOF THER- TYPE 970 EXPLOSION-PROOF CASE TYPE 76 EH EXPLOSION-PROOF INDUS- 
MOSTAT. Line voltage type. for Temperature and Pressure Controls TRIAL LIQUID LEVEL CONTROL. 





Public Utilities Fortnightly 











</ 
, ‘leakage, 
SLEAKAG 
és 


EXCESSIVE OPERATING ) 
AND 
“PAINTENANCE a J 

a 





PUMPAGE 





USAGE LEAKAGE 
SESSBEBE8 





AMOUNT PAID FOR 





Result: HIGH WATER RATES 











WATER METERS 
Minimize WATER RATES 


: 





, 100% Metered 
OO 


LOW OPERATING 
AND 
MAINTENANCE COSTS 








PUMPAGE 





USAGE LEAKAGE 
as 
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Result: FAIR WATER RATES 











W ater Meters, by giving you the figures on the 
amount of water consumed as opposed to the 
amount of water pumped, may reveal a disturbing 
amount of leakage in your mains. Only by the 
accurate figures which meters will provide can 
you keep that leakage under control and save 
yourself unnecessary pumpage and treatment 
costs on millions of gallons. 


F.. Ss 


Although the usage of water is shown the same in both 
diagrams (above) for the sake of ———— in actual 
practice water consumption would be less, with water 
meters, because less water would be wasted by consumers. 


NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 


Branch Offices in CHICAGO, 


SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 


KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Ltd., 345 Sorauren Avenue, Toronto, Canada. 
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From the Early Period 
of the Telegraph tothe present 
remarkable development inthe field of Electricity 


KERITE 


has been continuously demonstrating the 
fact that it is the most reliable and 
permanent insulation known 
THE KERITE Wist283¢2 COMPANY INC 


NEW YORK CHICAGO SAN FRANCISCO 


CONS 


&(B)8 


Qe 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 


and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA CHICAGO 


PACKARD BUILDING 








esrox FOND, Bacon s DAVIS, anc. mare case 


CONSTRUCTION £ ° APPRAISALS 
OPERATING COSTS ngineers INTANGIBLES 


VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CLEVELAND OHICAGO 








J. H. MANNING & COMPANY 


120 Broadway Field Building 
New York ENGINEERS Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 
Public Utility Affairs including Integration 











SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 


Chicago San Francisco 





Mention the FortNIGHTLY—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Super vision 


Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS + EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK ¢ CHICAGO e PITTSBURGH ¢ SAN FRANCISCO © LOS ANGELES 








THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 


Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 


NEW YORK 


NEW ORLEANS 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, 


ROBERT E. FOLEY 


Erecting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
transmission Lines 


48 Griswold St. Binghamton, N. Y. 











H. T. CANFIELD 
ENGINEERING ASSOCIATES 


E ic and Busi Reports 
Investigations, Valuations, Cost Studies, Rates 
Regulatory Problems and Proceedings 


61 BROADWAY NEW YORK 











FRANCIS S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


122 SoutnH MicHicaN AVENUE, CHICAGO 








(Professional Directory Concluded on Next Page) 
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JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUST RIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 





SLOAN & COOK | 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 











JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 














Representation in this Professional Directory may be obtained at very 
reasonable rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 


Munsey Building 





Washington, D. C. 





INSIST ON 


VLMIETINES 


Papers 
FOR YOUR 


Forms 
Records 
Stationery 


Superior Quality 
MADE FROM COTTON FIBERS 


PARSONS PAPER CO. 


HOLYOKE - MASSACHUSETTS 
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DAVEY TREE TRIMMING SERVICE 


JOHN DAVEY 
Founder of Tree Surgery 


Quick Service 


It's tough going but we still 


have plenty of men. They're 
spread pretty well over the 
country--quickly available, 
Later in the year they won't 
be so quickly available. 
Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Aluminum Co. of America 
American Appraisal Company, The 
American Coach & Body Co., The 





B 





Babeock & Wilcox Co. 
Barber Gas Burner Company, The .. 
Barker & Wheeler, Engineers .............. 
Bayer Company, The 
Black & Veatch, Consulting Engineers 
*Brown, L. L., Paper Co. 
Burroughs Adding Machine Co, ...................-.....00+ 13 








Cc 


Canfield, H, T., Engineering Associates 

Carpenter Manufacturing Company 

Carter, Earl L., Consulting Engineer 

Cities Service Petroleum Products 

Cleveland Trencher Company, The 

*Combustion Engineering Company, Ince. .... 
Connelly Iron Sponge & Governor Co. .................. 44 
Crescent Insulated Wire & Cable Co., Ine. .......... 47 


D 


Davey Tree Expert Company 

Day & Zimmermann, Inc., Engineers ... 
Dicke Tool Company, Inc. 
Ditto, Incorporated 








E 


Egry Register Company, The 

Ehret Magnesia Manufacturing Co. ......................-- 18 
Electric Storage Battery Company, The 

Elliott Company 
*Ethyl Gasoline Corporation 





F 
Foley, Robert E., Erecting Engineer 
Ford, Bacon & Davis, Inc., Engineers 
G 


General Electric Company Outside Back Cover 
Grinnell Company, Inc. 45 





H 


Haberly, Francis S., Engineer .... 
Hoosier Engineering Company .. 


I 


International Harvester Company, Ince. ................ 46 
I-T-E Circuit Breaker Co, 56 


Professional Directory 





a 
‘Fortnightly advertisers not in this issue. 


J 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers ............ woe ae 
Johns-Manville Corporation 23 


K 


Kerite Insulated Wire & Cable Co., Inc., The.... 51 
Kinnear Manufacturing Company, The — 
Koehler Manufacturing Company wis a 
Kuhlman Electric Company.......... Insert at page 33 


M 





Manning, J. H. & Company, Engineers ................ 52 
*Marmon-Herrington Co., Ine. ........ 

Merco Nordstrom Valve Company 

Mercoid Corporation, The <. 


N 





National Association of Railroad and Utilities 
Commissioners 4 
Nation’s Business 40 
Neptune Meter Company 50 

Newport News Shipbuilding & Dry Dock Com- 
pany 2 














Ls 





Parsons Paper Company 
Pennsylvania Transformer Company 
Pittsburgh Equitable Meter Company 


R 


Railway & Industrial Engineering Company .... 15 
Recording & Statistical Corp. ....Inside Back Cover 
Remington Rand, Ine. 
Ridge Tool Company, The 
Riley Stoker Company 
Robertshaw Thermostat Company 


S 











Sanderson & Porter, Engineers .................-.......-00--+ 52 
Sangamo Electric Company 
Sargent & Lundy, Engineers 
Silex Company, The Inside Front Cover 
Sloan & Cook, Consulting Engineers .. ae OM 
Sprague Meter Company, The 

Stone & Webster Engineering Corporation 





T 
*Timken-Detroit Axle Co., The 


¥ 


Vulcan Soot Blower Corp. 





w 


Westinghouse Electric & Mfg. Co. .......................... 26 
White, J. G., Engineering Corporation, The 
Wiegand, Edwin L., Company 

Wopat, J. W., Consulting Engineer 

52-54 
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Steel-enclosed air switchgear 

as built by I-T-E is called Multumite. 

Multumite construction includes refinements of design well in 
advance of common practices . . . pantograph withdrawal 
construction @ welded steel frames ¢@ flanged doors and panels 
@ grille type louvers © dependable separable contacts © accessi- 
bility of all parts @ silver surfaced bus conductors e Klamp-tite 


disconnect switches @ circuit breakers by I-T-E. 


Representatives in Principal Cities 


[-T-E CIRCUIT BREAKER CO., PHILADELPHIA, PA. 
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SAVE 50% 
IN TIME AND MONEY WITH 














THE ONE-STEP METHOD 





OF BILL ANALYSIS 











HAT effect is the national defense program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
his important question. In addition to a knowledge of the existing situation, 
ertain trends may be disclosed, a knowledge of which may be of considerable 
mportance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
taining and supervising a large clerical force. Our experienced staff plus our 
Bpecially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 

e will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 

rite for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Chicago Defrolt Montreal Toronto 
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Ombers can fly at the’ unbelievable 
is’ the story of the ismall but all- 
helps}make stratosphere flying possible, 


i 





I, It started on Pike’s Peak in 
1918, where Army Air Corps 
engineers showed that an airplane 
engine could be made to'run effi- 
ciently 214 miles above sea level! 








2. This amazing feat.was possible 
because a “‘turbosupercharger’’— 
developed by the Army Air Corps 
and G-E engineers—pumps extra 
oxygen into the carburetors. 

















3. For 22 years these engineers 
have worked constantly to im- 
prove this vital device. As a result, 
U:S.; bombers can fly above the 
teach of anti-aircraft fire. 





who pioneered in this work, now 
at 69 has the thrill of watching 
the supercharger help carry our 
fliers higher than any others! 


General Electric believes that its first duty as.a good 
citizen ‘is to be a good soldier. General Electric 
/ Company, Schenectady, N. Y. 
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